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Introducing Personal Income Control
one-write bookkeeping from McBee.

Because before you can advise...
your clients must get organized.
It’s the Check Register & Disbursements
System from McBee that brings one-write book
keeping out of the office and right into your
clients’ hands for their personal income control.

Client expenditures are recorded and categor
ized ... check by check... week after week... on
organized, pre-printed journals.
There are also description columns for your
clients’ deposits and open columns for recording
income from whatever source.

It’s a simple but effective help for today’s
multi-income family with outside investments,
IRA’s and Keogh’s, installment payments, auto
matic bank withdrawals, costly credit, all amid
changing tax rules.

(Form 1040) income tax preparation
• Serves as a year 'round aid for your
financial planning practice

The benefits of P.I.C. are quite tangible as it
provides you with clean, accurate journals for
review. Frees you from being loaded down with
detail work.

P.l.C. saves you valuable time by helping your
clients organize their finances.
A check is only a check; but a P.I.C. is a per
sonal income control planning tool.

Want samples of McBee's P.I.C. one-write system that’ll
help you by helping your clients organize their personal
finances? Simply call or write.
Name___________________________________________________________ ____________

Phone ________________________________________________________________________

Address______________________________________________________________________

City/State/Zip__________________________________________________________________

299 Cherry Hill Rd., Parsippany, NJ 07054 (201) 263-3225
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EDITOR’S NOTES
20/20, Educational Foundation Style

An anniversary is a happy occa
sion. It is a time to celebrate with
friends, to receive gifts, to reflect on
past accomplishments, to dream
about future plans.
It’s the 20th anniversary of the
Educational Foundation of AWSCPAASWA. The Educational Foundation
has long been a friend of The Woman
CPA. In the past ten years, the
Foundation has given a total of
$17,000 — half as much as was given
for scholarships during the same
period — for complimentary sub
scriptions to The Woman CPA. In
1985-86 alone, it gave $2,280 for
subscriptions. That’s what we call
being a very good friend! So let’s
celebrate this anniversary with our
good friend, the Foundation.
The Educational Foundation of
AWSCPA-ASWA is funded totally
through contributions. Tocommem
orate its twentieth year, the Founda
tion trustees are making an appeal
to every member to contribute $20.
This is what we are calling 20/20,
Educational Foundation style. If each
member contributes $20, the Foun
dation’s funds will increase this year
by over $200,000. By comparison,
contributions during 1985-86 totaled
$35,001. Over one-third of this
amount was collected at national
meetings of the societies where at
tendance is less than 10 percent of
the membership. This makes us
wonderif you know our good friend,
the Educational Foundation. We are
sure that you, too, will be a friend of
the Foundation once you are ac
quainted. Let’s make the introduc
tions.
The Educational Foundation was
incorporated in Illinois on June 23,
1966. It was formed for the purpose
of receiving and managing fundsfor
the advancement of women’s careers
in accounting. Lucille Preston,
ASWCPA President at the time of
incorporation, stated that the forma
tion of the Educational Foundation
“will make it possible for AWSCPA to
continue the project of producing
an educational film to encourage
students to enter the accounting
2/The Woman CPA, January, 1987

profession.” This perceived need
for a career film was correct, and
interest in career videos has con
tinued through the years. Today, the
Foundation provides a career day
slide presentation as well as a career
film, “Accounting — A Professional
Career.” Yet the Foundation has ex
panded the scope of its support to
include other areas.
The Foundation is currently gov
erned by a Board of Trustees con
sisting of twenty-two Foundation
members. Members of the Founda
tion are its contributors. Member
ship categories, based on contribu
tion amounts, have been established
as follows:
Lump-sum contribution
of $500 or more, or
pledge of $750 or more
paid in five consecutive
annual installments.
Century:
Contributions of $100
or more during a year.
Supporting: Contributions of $50 to
$99 during a year.
Friend:
Contributions of $25 to
$49 during a year.
Loyal:
Contributions to $24
during a year.
Contributionscan also be made in
memory of a loved one or in honor of
a special individual, organization, or
occasion. During 1985-86, contribu
tions totaling $1,220 were received
as memorials, while $3,756 was re
ceived in honor of individuals, organ
izations and occasions.
There are two funds: the unre
stricted General Fund and the Lau
rels Fund. The Laurels Fund was
established in 1978 with money re
ceived in honor and memory of Sally
Self, a long-time ASWA member and
a past president of AWSCPA. “Lau
rels” symbolizes strength, determi
nation, and success in life’s endeav
ors. The goal of the Foundation is
to use the Laurels Fund to provide
scholarships to women seeking ad
vanced degrees in accounting. To
date, the principal and interest of the
Laurels Fund have been kept intact.
The Foundation trustees have de
Life:

cided to wait until the Fund reaches
$100,000 before awarding any schol
arships. At June 30, 1986, the Fund
balance was approximately $83,000,
and the trustees are anxious to reach
the $100,000 goal during the 20th
anniversary.
In addition to The Woman CPA
subscriptions, the Foundation has
given $34,000 in scholarships,
$83,000 for career literature, surveys,
and information brochures, and
$56,000 for management seminars
during the past ten years. Included
in the $83,000 amount are funds for
statistical surveys. Periodically,
AWSCPA and ASWA have surveyed
their members to track career mobil
ityand measures of satisfaction with
the profession. The data from these
surveys have been under the direc
tion of a single compiler, Dr. Elise G.
Jancura, CPA, of Cleveland State
University. This is the only national
survey of women in accounting and
is extremely valuable because the
periodic replications of the original
study indicate trends concerning
women in accounting. The last sur
vey was funded and completed in
1985.
Contributions to the General Fund
during 1985-86 funded the following
activities:

Scholarships
ASWA scholarships to three stu
dents, $4,750
AWSCPA scholarships to three
students, $5,000
Publications
Complimentary subscriptions to
The Woman CPA to libraries of
colleges and universities and to
influential people in the account
ing profession, $2,280
Career literature of AWSCPA and
ASWA, $2,142
Seminars
ASWA management seminars,
net cost $725
Foundation management seminars
at JAM and Spring Conference,
net cost $1,165
Now that you know about the past
accomplishments of ourgood friend,
the Foundation, it’s time to think
about the future. The Educational
Foundation commits itself to the
support of future projects to the extent
possible. Each society is asked to
provide the Foundation with plans

(more on page 29)

The New Pension
Statement
Guide To Application
By Kathryn M. Means
Introduction
SFAS No. 87, “Employer’s Ac
counting For Pensions,” was issued
in December, 1985. The statement is
effective for financial statements
issued after December 15,1986, and
will have a substantial impact on
financial reporting when it is fully
implemented.
The standard applies to any ar
rangement that is similar in sub
stance to a pension plan, but the
thrust of the statement is defined
benefit plans that specify the amount
the employee will receive at retire
ment rather than the amount that the
employer will contribute. The basic
theoretical principle stated in the
standard is that pension benefits are
not gratuities but are to be consid
ered part of compensation. There
fore, the cost of those benefits should
be matched against revenuesduring
the years in which the employee per
forms the services which entitle him
to benefits under the terms of the
plan.
Net Periodic Pension Cost
The following paragraphs discuss
the computation of the amounts to
be included in net periodic pension
cost for the period. In all, there are
six components. Some of these
amounts will be supplied by the
actuary, but most must be calcu
lated by the company and require
the use of some new concepts and
new calculations introduced by this
standard.
The first component is SERVICE
COST, which is a new name for the
old term “normal cost.” Service cost
is the actuarial present value of the
benefits attributed to the period.
This figure will be provided by the
actuary.
The second component is IN
TEREST COST, which represents
the growth in the projected benefit

obligation due to the passage of
time. The PROJECTED BENEFIT
OBLIGATION (PBO) is the present
value of the benefits expected to be
paid under the terms of the plan for
service rendered prior to a particular
date. It must be calculated using
the “benefits-per-year-of-service”
method and should incorporate as
sumptions regarding future events
such as salary increases, promo
tions, changes in social security,
inflation, etc. The interest cost is
calculated by multiplying the total
projected benefit obligation at the
beginning of the period by the set
tlement rate used to discount the
projected benefits.
The settlement rate, another new
concept in this standard, is the mar
ket rate at which the plan obliga
tions could be effectively settled. In
other words, it is the rate an insur
ance company would use to deter
mine its charge to the company if
the decision was made to purchase

annuity contracts to provide for the
benefits specified in the plan. This
rate should be determined annually
by thecompany through verification
of market rates.
ACTUAL RETURN on plan assets
is the third component. This is the
difference between the fair market
value of the plan assets at the begin
ning and end of the period, adjusted
for contributions and payments to
pensioners. Normally, the actual re
turn will be positive and, therefore,
will result in reducing net periodic
pension cost for the period.
The fourth component is the AM
ORTIZATION of unrecognized prior
service cost. Prior service cost, de
fined exactly as it is under APB 8, is
the increase in the projected benefit
obligation due to a plan amendment
which grants additional benefits for
service rendered prior to the date of
the amendment. Note, however, that
the standard considers prior service
cost as arising subsequent to the
application of SFAS 87. There is no
carryover of prior service cost from
the old standard. Any previously
existing amounts of prior service
cost are included as part of a transi
tion amount that is calculated at the
point of initial implementation of the
new standard.
The amortization period is “future
service years” for the employees
benefiting from the plan amend
ment. FUTURE SERVICE YEARS
and AVERAGE REMAINING SER
VICE PERIOD are new time periods

TABLE 1
Calculation of Future Service Years and Average Remaining Service Period

Assume the following data relating to the employee group:
Ten employees, 2 of whom will leave the company each year over the next
5 years.

Formula for calculation of Future Service Years:
[T(T + 1)/2]x[L]
where T = the time horizon, 5 years in this case.
L = the number leaving each year, 2 in this case.
Future Service Years: 30 = [5(6)/2] 2
Formula for Average Remaining Service Period:
Future Service Years/N
where N = number of employees
Average Remaining Service Period: 3 = 30/10
The Woman CPA, January, 1987/3

introduced by SFAS 87. Conceptu
ally, these are the years during which
the employees will perform the ser
vices that entitle them to benefits
under the plan and thus are the
appropriate time periods over which
to match the costs associated with
those benefits. Table 1 demonstrates
the calculation of both future service
years and average remaining ser
vice period.
The amortization amount, included
as part of net periodic pension cost,
is calculated in a manner similar to
sum-of-the-years-digits depreciation
(straight-line is allowed as long as
the amortization is not less than the
amount generated using the future
service years approach). Table 2
contains an amortization schedule
for prior service cost, based on the
assumptions (ten employees, two
leaving the company each year) used
in Table 1.

TABLE 2
Amortization of Prior Service Cost
Prior Service Cost created by plan amendment
at beginning of year X1
$50,000
Amortization Schedule

Year
X1
X2
X3
X4
X5

The fifth component of net peri
odic pension cost isdefined as GAIN
OR LOSS. In actuality, this gain or
loss is the combination of two en
tirely different items. It is the sum of
5a) — the asset gain or loss for the
period — and 5b) — the amortiza
tion of the net unrecognized gains

TABLE 3
______ Calculation of Market Related Value of Plan Assets_______
Data for illustration:
SFAS 87 adopted 1/1/87
Fair market value (FMV) of assets 1/1/87= $3,000,000
Long-run expected return on assets
=
10%
1987 contributions to plan
=
$ 600,000
1987 payments to pensioners
=
$ 600,000
Fair market value of assets 12/31/87
=
$3,400,000
Asset gains/losses to be included at the rate of 20% per year (i.e.,
5-year spread)._____
Calculated Input Data:
1987 Expected Return: MRV on 1/1/87 times expected rate
(on initial application MRV = FMV)
$3,000,000 (10%) = $300,000
1987 Actual Return: Difference between FMV on 1/1/87 and FMV on
12/31/87, adjusted for payments and
contributions.
FMV 1/1/87
$3,000,000
+ contributions
600,000
- payments
(600,000)
$3,000,000
-FMV 12/31/87
3,400,000
Actual Return
$ 400,000
1987 Asset Gain: Actual return less expected return
______________ $400,000 - $300,000 = $100,000 gain____________
Calculation
Market Related Value of Plan Assets:
MRV 1/1/87
$3,000,000
+ expected return
300,000
+ contributions
600,000
- payments
(600,000)
+ 20% ($100,000)
20,000
MRV 12/31/87
$3,320,000
4/The Woman CPA, January, 1987

Amortization Amount
50,000(10/30) = 16,667
50,000( 8/30) = 13,333
50,000( 6/30) = 10,000
50,000( 4/30) = 6,667
50,000( 2/30)= 3,333

and losses at the beginning of the
period.
The asset gain or loss for the
period is the difference between the
actual return (component 3) and the
expected return. The expected return
is based on MARKET RELATED
VALUE OF PLAN ASSETS (MRV),
another new concept introduced in
the standard. The expected return
for the current period is calculated
by using the market related value of
plan assets at the end of the preced
ing period.
The market related value is defined
as being either (1) the fair market
value or (2) a calculated value that
recognizes changes in the fair mar
ket value of plan assets in a syste
matic and rational manner over a
period not to exceed five years. Use
of fair market value that would in
corporate all market fluctuations in
net periodic pension cost as they
occur isallowed; however, itappears
the calculated value will be used
since it represents less change from
prior practice. The calculated value
incorporates asset gains or losses
as part of pension expense on a
gradual basis.
This procedure is conceptually
similartothe “spreading of actuarial
gains or losses” required by APB 8,
which anticipated that actual results
for any one period might differ dra
matically from expectations but in
the long run would “average out.”
The procedure differs in that only
asset gains and losses are incorpo
rated into the market related value in
this systematic manner. Actuarial
gains and losses are included in
“unrecognized gains and losses” and
dealt with in a separate calculation.
Table 3 demonstrates the calcula
tion of the expected return, the actual
return, and the market related value,

assuming that asset gains and losses
are spread over five years.
The effect of including the asset
gain or loss for the period (the “5a”
portion) in net periodic pension cost
is to adjust the actual return on plan
assets (component 3) to the ex
pected return. This effectively de
fers the entire asset gain or loss.
Then, in following periods, this de
ferred gain or loss will be gradually
included in the market related value
and thus affect the expected return
on plan assets that is included in net
periodic pension cost. For example,
if the actual return for the period
were $500 and the expected return
had been $400, then in the calcula
tion of net periodic pension cost the
actual return ($500) would be sub
tracted as the third component in
the calculation and the gain for the
period — the difference between the
two ($100) — would be added. The
net effect on expense for the period
is a reduction of $400, the expected
return. The result of this procedure
is to “spread” the asset gains and

losses and thus reduce the possible
volatility on the reported expense
figure.
The “5b” portion of the gain or
loss component is the amortization
of unrecognized net gains and
losses, a new concept in this stan
dard. Unrecognized net gains and
losses include (1) asset gains and
losses included in the market related
value and (2) actuarial gains and
losses from prior periods. This mea
surement is made as of the balance
sheet date and is included in the
reconciliation schedule now required
to be shown in the footnotes. The
company will determine the netasset
gains and losses; the actuary will
provide actuarial gains and losses.
The portion of net unrecognized
gains and losses subject to amorti
zation (the portion that may be in
cluded in net periodic pension cost
for the period) is calculated by the
company. It is the total net unrecog
nized gains and losses as of the
beginning of the period (i.e., the
total net unrecognized gains and

TABLE 4
Amortization of Net Gains and Losses as of the Beginning of the Period
Assumptions:
Projected benefit obligation 1/1/88
$4,480,000
(provided by actuary)
Market related value of plan assets 1/1/88
$3,320,000
(see Table 3)
Net Unrecognized gains and losses 1/1/88:
Net Actuarial gains and losses
$ 490,000 loss
(provided by actuary)
Asset gains and losses already included
in the market related value of plan
assets as of 1/1/88
$ 20,000 gain
(see Table 3)
Employee information (presented in Table 1)
Calculation:
Actuarial gains and losses
$490,000 loss
Asset gains and losses
20,000 gain
Adjusted net, subject to
amortization
$470, 000 loss
--------- 10% (4,480,000)
Corridor:
greater of these.......... $448,000
---------- 10% (3,320,000)
Excess of adjusted net over corridor
$22,000 loss
Divided by average remaining
service period
3 years*
Amount to be included in net
periodic pension cost for 1988
$7,333 loss**
*Average Remaining Service Period:
Future Remaining Service Years/number of employees
30 future service years/10 employees = 3 years
**Since amortization is for a net loss, it will increase net periodic pension
cost for the period.

losses from last period’s reconcilia
tion schedule) LESS the asset gains
and losses that have not yet, as of
that date, been included in the
market-related value. If this adjusted
net figure exceeds a defined COR
RIDOR, then amortization is re
quired. The CORRIDOR is 10% of

The standard applies
to any arrangement
that is similar in
substance to a
pension plan, but the
thrust of the
statement is defined
benefit plans . . .
the greater of the projected benefit
obligation orthe market related value
of plan assets at the beginning of the
period. The excess of the “adjusted
net” over the corridor amount is
divided by the average remaining
service period of the employees cur
rently in the plan. The result of this
calculation is the amortization
amount to be included in net peri
odic pension cost for the period.
Table 4 demonstrates the calculation
of the amortization of the net un
recognized gains and losses.
This amortization can obviously
cause eitheran increase or decrease
in net periodic pension cost for the
period, depending on whether the
“net” is a gain (decrease) or loss
(increase). Recall that the effect of
the “5a” portion was to defer the cur
rent period’s asset gain or loss to
future periods (i.e., the current peri
od’s asset gain or loss is part of net
unrecognized gains and losses at
the beginning of the next period).
Likewise, actuarial gains and losses
for the current period are not in
cluded in the “net” until the begin
ning of the following period.
The sixth and final component of
net periodic pension cost is the
amortization of the NET OBLIGA
TION (or ASSET). The net obliga
tion, also called the TRANSITION
AMOUNT in the standard, originates
at the point when the company
changes (transitions) from APB 8 to
SFAS 87. This transition amount is
measured as the difference between
The Woman CPA, January, 1987/5

the projected benefit obligation and
the fair market value of the plan
assets, plus or minus any pre-exist
ing balance sheet accounts, at the
beginning of the period when the
new standard is first applied.
The transition amount is the com
bination of a change in accounting
principle, a change in the measure
ment method, and a “catch-up” of
sorts of those items that affected
pension calculations under APB 8
(e.g., prior/past service cost) but
were never, at least in total, disclosed
in the financial statements. General
ly, when a newstandard is issued, the
change from the old to the new is
handled eitherasa retroactive appli
cation or as a cumulative effect in
the period of change. SFAS 87 is a
special exception. The transition
amount is amortized over the aver
age remaining service period mea
sured at the point when the standard
is first applied (or 15 years may be
used if the average remaining ser
vice period is less than 15) on a
straight-line basis. Thus, the ac
counting treatment is handled like a
change in accounting estimate in
current and prospective periods as
opposed to a cumulative effect ad
justment.
The transition amount may be
visualized as the distance on a num
ber line between the previous bal
ance sheet account accumulated
under the provisions of APB 8 and
the funding status (the difference
between the projected benefit obli
gation and the fair market value of
the plan assets) at the beginning of
the period when the new standard is
first applied. Table 5 demonstrates
the calculation of the transition
amount.
The effect of the amortization of
the transition amount on net peri
odic pension cost will depend upon
whether the amount is a net obliga
tion ora net asset at the initial appli
cation of SFAS 87. If the amount is a
net obligation, then amortization will
increase net periodic pension cost
for the period; if it is a net asset, then
the amortization will cause a de
crease.

The six components are combined
and the result is the expense shown
on the income statement for the
period. Table 6 summarizes the cal
culation of net periodic pension cost.
6/The
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TABLE 5
Calculation of Transition Amount
Data for illustration:
*SFAS 87 will be applied for the first time in 1987.
*The actuary calculates the projected benefit obligation as $3,800,000
as of 1/1/87:
CASE1: FMV = $3,000,000;
initial underfunded status = ($800,000)
prior balance sheet account is $70,000 liability

Net Obligation = $730,000
(800,000)

0

(70,000)

CASE 2: FMV = $3,000,000;
initial underfunded status = ($800,000)
prior balance sheet account is $60,000 asset

Net Obligation = $860,000

(800,000)

60,000

0

CASE 3: FMV = $4,000,000;
initial overfunded status = $200,000
prior balance sheet account is $70,000 liability

Net Asset = $270,000

(70,000)

200,000

0

CASE 4: FMV = $4,000,000;
initial overfunded status = $200,000
prior balance sheet account is $60,000 asset
Net Asset = $140,000
0

Recognition of Balance Sheet
Accounts
A difference between the amount
expensed on the income statement
as net periodic pension costand the
amount contributed to the plan will
result in a balance sheet account,
either prepaid pension cost or ac
crued pension cost. This procedure
is exactly the same as it was under
APB 8. And if there is an existing
balance sheet account at the point
of initial application of SFAS87 (i.e.,
the one used in the calculation of the
transition amount), its balance is
carried forward as part of accrued
pension cost or prepaid pension
cost.
Effective for financial statements
issued after December 15,1988, any
portion of the Accumulated Benefit
Obligation that is unfunded at the
balance sheet date must be shown
as a MINIMUM LIABILITY. The ac
cumulated benefit obligation is the

60,000

200,000

present value of the benefits earned
up to the balance sheet date. It
differs from the projected benefit
obligation in that the calculation

The net obligation,
also called the
TRANSITION
AMOUNT in the
standard, originates
at the point when the
company changes
(transitions) from
APB No. 8 to SFAS
No. 87.
does not include any provision for
future events such as salary in
creases or promotions. It is the
amount that theoretically the com-

pany would have to pay if the plan
were terminated on the balance sheet
date. Thus, if this obligation exceeds
the fair market value of the plan
assets, a liability equal totheexcess
exists and must be recognized.
From an accounting point of view,

the recognition of this minimum lia
bility must be accomplished by
crediting a pension-related liability
account to the extent necessary to
force the balances in the prepaid/
accrued pension cost account plus
this newly created pension related

TABLE 6
____________ Calculation of Net Periodic Pension Cost_____________
For the period ending 12/31/88
Determine the Amounts for each of the Six Components
1) Service cost . . . provided by the actuary
2) Interest cost:
Projected Benefit Obligation (PBO) as of 1/1/88 x settlement rate
PBO provided by actuary
Settlement rate determined by company
3) Actual return on plan assets:
Fair market value (FMV) on 12/31 -contributions* payments- FMV on 1/1
4) Amortization of prior service cost:
Only applies to plans that have been amended subsequent to adoption of
SFAS 87.
a) Prior service cost. . . supplied by actuary
b) Calculate future years of service as of amendment date (see Table 1)
c) Prepare amortization schedule (see Table 2)
d) Schedule is not adjusted unless there is a major curtailment of
benefits.
5) Gain or Loss:
5a) Asset gain/loss:
Actual return - Expected return
[1] actual return (see 3 above)
[2] expected return
Market Related Value (MRV) on 1/1/88 x expected rate of return
[3] Calculate MRV as of 12/31/88 for use in 1989 calculations (see
Table 3)
5b) Amortization of net unrecognized gains/losses as of 1/1/88:
[1 ] Start with total net unrecognized gains/losses from last period’s
reconciliation schedule
[2] Adjust for asset gains/losses that were not included in MRV as of
12/31/last period
[3] Combination of 1 and 2 are net unrecognized gains/losses
subject to amortization
[4] Calculate corridor of limitation
Greater of 10% of
PBO as of 1/1/88
or
MRV as of 1/1/88
[5] Compare results in [3] to corridor limitation:
Any excess of [3] over corridor is divided by the average
remaining service period of employees currently in plan; note
that average remaining service period may change each period.
(See Table 1 for calculation.)
6) Amortization of transition amount:
a) Transition amount calculated at first application of SFAS 87
(see Table 5)
b) Calculate average remaining service years as of date SFAS 87 is first
applied (see Table 1)
c) a) divided by b) equals amortization amount.
Net periodic pension cost is the summation of these six components.

liability account to equal the amount
of the underfunding at the balance
sheet date. This additional credit
obviously necessitates a correspond
ing debit that is to be made to an
Intangible Asset account, the bal
ance of which may not exceed the
sum of unrecognized prior service
cost plus unrecognized net obliga
tion. If the required debit exceeds
this limit, the excess is treated as a
separate reduction of owner’s equity,
net of tax. The logic behind this
treatment is that the excess could
have resulted only if a loss had been
incurred. Accordingly, the adjust
ment is to owner’s equity. The neces
sity for the minimum liability is re
viewed each balance sheet date, and
the related accounts are eliminated
or adjusted as required.

Disclosure Requirements
The new standard expands the
disclosure requirements, as com
pared to those required by APB 8
and SFAS 36. More information is to
be disclosed and it will be in a form
that will enhance the user’s under
standing. The two most significant
items to be disclosed are the com
ponents of net periodic pension cost
and a reconciliation schedule. Net
periodic pension cost is to be broken
down into service cost, interest cost,
actual return, and the nettotal of the
other three components.
The reconciliation schedule pro
vides a link between the funding sta
tus of the plan, as of the balance
sheet date, and the amounts shown
on the balance sheet. Information
required includes the projected bene
fit obligation, with separate identifi
cation of the accumulated benefit
obligation and vested benefits, the
fair market value of the plan assets,
and items for which recognition has
been delayed. These delayed recog
nition items are unrecognized prior
servicecost; unrecognized gainsand
losses, including asset gains/losses
not yet included in the market related
value of plan assets; and unrecog
nized net obligation or asset. These
are items that have not yet affected
pension expense but will in the
future. Disclosure of this type of
information is a new requirement
and should provide users with a
great deal more insight regarding
the true nature of pension obliga
tions. Table 7 summarizes the prep
aration of the reconciliation schedThe Woman CPA, January, 1987/7

TABLE 7
Preparation of Reconciliation Schedule
As of 12/31/88
[(2) provides link between (1) & (3)]

1) Determine funding status as of 12/31:
PBO on 12/31 - FMV 12/31
2) Add/subtract items that have not yet affected net periodic pension cost.
a) Unrecognized prior service cost:
Balance on 1/1/88 less amortization for 1988 (see 4 in Table 6)
b) Unrecognized gainsand losses:
Balance on 1/1/88
less amortization for 1988 (see 5b in Table 6)
plus asset gain/loss for 1988 (see 5a in Table 6)
plus actuarial gain/loss for 1988, from actuary.
c) Unrecognized transition amount:
Balance on 1/1/88 less amortization (see 6 in Table 6)
d) Adjustment for minimum liability:
Balance in additional pension-related liability account as of
12/31/88.
3) Total in Balance sheet accounts:
Balance sheet accounts include both
a) Accrued/prepaid pension and
b) Additional pension-related liability

ule. Table 8 lists the complete re
quirements for disclosure.
Summary
The full impact of SFAS 87 will not
be felt until 1989, when it is effective
in its entirety, although it is probable
that many companies will apply all
of the requirements earlier. The stan
dard has retained aspectsfrom prior
practice such as reporting net cost,
offsetting liabilities and assets, and
delayed recognition of some events.
It has also incorporated several new
concepts and requirements. Allow
ing only one actuarial cost method
should improve comparability be
tween companies. Incorporating the
effects of future events into the eval
uation process should aid in a more
realistic view of pension obligations
and their potential effect on plan
sponsors. The expanded disclosure
requirements are certainly an im
provement and should raise the level
of users’ understanding. Ω

Summary:
Funding status
+/- items not yet affecting net periodic pension cost
= balance sheet accounts

TABLE 8
SFAS 87
Disclosure Requirements
A. Description of the plan including employee groups covered, type of
benefit formula, funding policy, types of assets held, significant non
benefit liabilities, nature and effect of significant matters affecting com
parability for all periods presented.
B. Net periodic pension cost for the period.
C. Reconciliation schedule.
D. Assumed weighted-average settlement rate and the rate of compensa
tion increase used to measure the projected benefit obligation.
E. Weighted-average expected long-term rate of return on plan assets.
F. If applicable, the amounts and types of securities of the employer and
related parties included in plan assets, and approximate amount of
annual benefits covered by annuity contracts issued by the employer
and related parties. Also, if applicable, the alternative amortization
methods used for prior service cost or net gains or losses and the
existence and nature of any substantive commitment outside the writ
ten terms of the plan.
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Rental of Principal
Residence Pending
Sale
Has Bolaris Set a New Precedent?
By Paula B. Thomas and Zoel W. Daughtrey

A decision rendered by the Ninth
Circuit Court of Appeals in the Bola
ris case1 may set a new precedent
for taxpayers who rent their former
principal residence pending its sale.
The court held that the taxpayers
were entitled to both the exclusion
of gain on the sale of their residence
afforded under Internal Revenue
Code Section 1034 and the deduc
tion of rental expenses covered
under Sections 167 and 212. Essen
tially, Section 1034 allows taxpayers
in most situations to defer the gain
on the sale of their principal resi
dence. Section 212 allows a deduc
tion for expenses incurred in the
production of income, and Section
167 allowsadeductionfor deprecia
tion of property held for the produc
tion of income. This article will high
light the significant facts of the
Bolaris case, examine the points
that apparently influenced the court’s
decision, and discuss planning op
portunities and potential pitfalls for
taxpayers in similar situations.

Overview of the Bolaris Case

passed with no offers to purchase
the house, and the couple decided
that the property might be more
saleable without the tenants. Six
weeks after asking the tenants to
leave, the Solarises received and
accepted the first offer to buy their
former residence. Due to the buyers’
difficulty in immediately obtaining
financing, the Solarises temporarily
rented the home to the buyers; sub
sequently, financing was obtained,
and the sale was consummated one
month later.
The Bolarises excluded the gain
on the sale of their old home and
also deducted rental expenses and
depreciation that exceeded their ren
tal income, thus resulting in a tax
loss from their rental activities.
Position Taken by the IRS. The
IRS disallowed the rental expenses
and depreciation, and on the day of
the trial in Tax Court, filed an
amended answer to also challenge
the deferral of gain. Primarily, the
IRScontended thatthedepreciation
and rental expenses were not de

ductible under Sections 167 and
212. The IRS did not seriously ques
tion the Bolarises’ right to defer gain
from the sale of their former princi
pal residence because the IRS con
tended that the house was never
converted from personal use.
The IRS’s theory was that deferral
of gain (Section 1034) and deprecia
tion and rental expenses (Sections
212 and 167) were mutually exclu
sive. They contended that property
could not simultaneously be a prin
cipal residence and property held
for the production of income. The
IRS further claimed that permitting
both rental expenses and nonrecog
nition of gain would provide an im
proper “windfall” to taxpayers.
The Tax Court, in a split decision,
agreed with the IRS that a residence
that qualifies for nonrecognition of
gain under Section 1034 cannot, as
a matter of law, also be held for the
production of income under Sec
tions 212 and 167.

Criteria Used by the Ninth Circuit
Court. In the appeal filed in the
Ninth Circuit Courtof Appeals, three
questions were posed for the court
to address. First, did the sale of the
Bolarises’ principal residence qual
ify for nonrecognition of gain under
Section 1034? If so, could the prop
erty simultaneously qualify for de
duction of rental expenses under
Sections 167 and 212; i.e., are Sec
tions 167/212 and 1034 mutually
exclusive? If the sections are not
mutually exclusive, had the Sola
rises successfully converted their
property to income-producing prop
erty toallow deduction of these rent
al expenses?
Deferral of Gain. Despite the lack
of a serious challenge by the IRS to
the Solarises’ right to defer recogni

Significant Facts. Stephen and
Valerie H. Bolaris purchased a home
in 1975 for $44,000; this home was
their principal residence until Octo
ber 1977, when they moved into a
more expensive new home they had
constructed. The Bolarises had con
tinually attempted to sell the first
home from July 1977, until it was
ultimately sold in August 1978 for
$70,000.
After trying unsuccessfully for
ninety days to sell their home, the
Solarises rented it on a monthly
basis to “lessen the burden of carry
ing the property.”2 Eight months
The Woman CPA. January. 1987/9

tion of gain under Section 1034, this
was the first issue addressed by the
Ninth Circuit Court. In supporting
the taxpayer’s right to exclude gain,
the court relied on the legislative
history of Section 1034:
The term "residence” is used on
contra-distinction to property used
in trade or business and property
held for the production of income.
Nevertheless, the mere fact that
the taxpayer temporarily rents out
eitherthe old orthe new residence
may not, in the light of all the facts
and circumstances in the case,
prevent the gain from being not
recognized. For example, if the
taxpayer purchases his new resi
dence before he sells his old resi
dence, the fact that he rents out
the new residence during the period
before he vacates the old residence
will not prevent the application of
this subsection.1
3
2

It would appear that the court
could have also used the “actual
occupancy” rule4 to allow the tax
payers to avoid recognition of the
gain under Code Section 1034. Since
the taxpayers had occupied the res
idence during the statutory period
required by Section 1034, the non
recognition could also have been
allowed on that basis.
Sections 167/212 and 1034 —
Mutually Exclusive? The Circuit
Court secondly addressed the issue
of whether property that qualifies
for exclusion of gain under Section
1034 can, as a matter of law, also be
property held for the production of
income under Sections 167 and 212.
Again, the legislative history of Sec
tion 1034 was examined. The statu
tory predecessors to Sections 167
and 212 were enacted in 1942; Sec
tion 1034 was enacted in 1951. In
1943, the Tax Court held in Robin
son5* that an abandoned residence
that has been diligently listed for
sale or rent does qualify as property
held for the production of income.
The fact that the property in Robin
son was never actually rented was
not deemed a determining factor. In
the Solaris case, the Circuit Court
noted that presumably Congress was
aware of Robinson at the time of
enactment of Section 1034. Accord
ingly, if Congress had intended the
Sections to be mutually exclusive, a
provision to that effect could have
been included in Section 1034. The
court also stated that the interpreta
tion of the legislative history to mean
10/The Woman CPA, January, 1987

that a former residence could qual
ify for nonrecognition of gain de
spite its temporary rental, and also
qualify as property held for the pro
duction of income, had never been
questioned until Solaris.
Deductibility of Rental Expenses.
After determining that the property
could simultaneously qualify as a
principal residence and property
held for the production of income,
the court next addressed the Sola
rises’ right to deduct rental expenses.

The Court held that
the taxpayers were
entitled to both the
exclusion of gain on
the sale of their
residence afforded
under Internal
Revenue Code
Section 1034 and the
deduction of rental
expenses covered
under Sections 167
and 212.
Code Sections 167 and 212 entitle
taxpayers to a deduction for these
expenses if "the individual [is en
gaged] in the activity with the pre
dominant purpose and intention of
making a profit.”6
The Circuit Court adopted a nonexhaustive list of five factors set
forth by the Tax Court in Grant7 to be
considered in the determination of
whether or not a residence has been
converted to property held for the
production of income:
1. the length of time the house
was occupied by the individual
as his residence before placing
it on the market for sale;
2. whether the individual prema
nently [sic] abandoned all fur
ther personal use of the house;
3. the character of the property
(recreational or otherwise);
4. offers to rent;
5. offers to sell.
The court pointed out several fac

tors that supported the existence of
the Bolarises’ profit motive during
the rental period, regardless of the
fact that the ultimate objective was
to sell the property. First, and most
significantly, the taxpayer actually
rented the former residence at fair
market value. Secondly, the Sola
rises permanently abandoned their
old home when they moved to their
new residence. Thirdly, the former
residence offered the taxpayers no
elements of personal recreation. The
court found that the only benefit of
the old residence was to generate
income (which, in this case, could
be used to minimize the negative
cash flow of mortgage payments
prior to the sale).
The IRS pointed outthatthe nega
tive cash flow, even with fair market
rental, was evidence of the lack of a
profit motive. The Ninth Circuit Court
countered this by quoting the major
ity opinion of theTax Court: "renting
the residence at its fair market value
would normally suggestthatthe tax
payer had the requisite profit objec
tive.” The court concluded that sus
tained, unexplained losses are in
dicative of a lack of a profit motive,
but they are only one factor to con
sider. In the opinion of the court, the
other factors presented above out
weighed the existence of the short
term losses incurred.
Divided Court Decision. The Ninth
Circuit Court’s decision to reverse
the Tax Court’s disallowance of rent
al expenses was not a unanimous
one. In a dissenting opinion, Judge
Reinhardt stated that he felt that
Sections 167/212 and 1034 are mu
tually exclusive; he based hisfeeling
upon the same legislative history of
Section 1034 used in the majority
opinion. This disagreement is likely
to arise in other circuits as well, per
haps to the extent that Solaris may
not be followed.
A significant question arises in the
interpretation of a key portion of
House Report No. 586 (82d Con
gress): “Nevertheless, the mere fact
that the taxpayer temporarily rents
out either the old or the new resi
dence may not, in light of all the
factsand circumstances in thecase,
prevent the gain from being not
recognized.”8
The majority opinion of the Ninth
Circuit Court appears to interpret
this statement as a strong argument
for allowing the rental as a "for

profit” activity, whereas the dissent
ing opinion appears to interpret this
statement as primarily meaning that
temporary rental does not “taint” the
gain so as to disqualify the rented
homeasa principal residence. Other
circuits will have to decide which
line of reasoning is more nearly that
originally intended by Congress.

New Opportunities for
Taxpayers
If the other circuits do follow the
precedent set by the Ninth Circuit
Court, the Solaris case is certainly a
victory for taxpayers. However, tax
payers who find themselves in sim
ilar situations should be aware of
criteria set forth by the court in its
decision. In response to the IRS’s
contention that allowing nonrecog
nition of gain and deduction of rent
al expenses provides an improper
windfall, the court made three signif
icant points:
1. Not all rental expenses result
ing from rentals of former resi
dences will qualify as deduc
tions from income-producing
property. Specifically, rentals
below fair market value will
probably not qualify as prop
erty held for the production of
income.9
2. Even if such a windfall does
exist, it is limited to the statu
tory time designated by Sec
tion 1034, currently two years.
3. If Congress had intended to
prevent this “windfall,” a provi
sion could have been included
in Section 1034 that the appli
cation of that Section precluded
rental expense deductions
under Sections 167 and 212.
The court significantly noted
that since Congress had drafted
no such provision, they refused
to imply one. However, if the
court has misinterpreted con
gressional intent, Section 1034
could be amended to include
such a provision.
Even if the taxpayer is deemed
under the particular facts and cir
cumstances not to be holding the
property for the production of in
come, he is still entitled to deduc
tions for some expenses under Sec
tion 183. This Section allows all de
ductions that are not predicated on
the existence of a profit motive
(e.g., interest and taxes). It further

allows other deductions that are de
pendent upon the existence of a
profit motive, but only to the extent
thattotal deductions underthis Sec
tion do not exceed income from the
activity.10

More Questions Raised
MaDan. It is too soon to ascer
tain whether other circuits will fol
low the position of the Ninth Circuit.
Although the facts and circumstan
ces are not directly comparable, a
decision rendered by the Tax Court
earlier this year in MaDan v. Com
missioner" (appealable to the Fourth
Circuit) indicates current disagree
ment regarding this issue. MaDan
moved out of his principal residence
shortly after building it and subse
quently allowed an employee, who
was negotiating to purchase both
the house and MaDan’s business, to
live in the residence. The employee
paid utilitiesand maintenancecosts,
but no actual rent.
Because the house was listed for
sale or rent with a broker only after
the proposed sale to the employee
had fallen through and the employee
had vacated the property, the court
held that it had not been converted
from a residence to rental property.
The court stated that the property
was held primarily for sale rather
than for the production of income
through rents, implying that this
automatically disqualifies the prop
erty from being income-producing
property. This line of reasoning con
tradicts the Ninth Circuit Court’s
position in Solaris, where the court,
citing Sherlock12 as support, viewed
the taxpayers’desire to sell the home
as an “insignificant factor in deter
mining their profit motive.”
A significant factual difference
between Solaris and MaDan is that
MaDan did not rent the property for
its fair market value. The question
remains unanswered as to whether
the court’s opinion would have been
different if the taxpayers had re
ceived fair market value rental.
Fair Market Value Rental — A Pre
requisite? Although the court cited
the five factors noted in the Grant
case to determine whether or not a
residence has been converted to
property held for the production of
income, a strong point in the Sola
rises’ favor appears to be their rental
of the property at its fair market
value. It is interesting to note that

The IRS’s theory was
that deferral of gain
(Section 1034) and
depreciation and
rental expenses
(Sections 212 and
167) were mutually
exclusive.
despite the rental affair market value,
the deductions for rental expenses
and depreciation generated a net
rental loss. The Solarises’ mortgage
payments alone exceeded the rental
income, thus there was an absence
of even the opportunity to make a
short-term profit. Nonetheless, the
court did not perceive this to be a
determining factor in their decision;
they felt that the other factors out
weighed these short-term losses.
How long can such losses con
tinue without invalidating the trans
action as one entered into for profit?
Or is the length of time not as impor-
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tant as receiving fair market value
rental? In Jasionowski13, the Tax
Court determined that the taxpayers
were not renting their property with
the requisite profit motive and, ac
cordingly, were not allowed to de
duct expenses in excess of their rent
al income. Jasionowski appears to
have committed two errors: (1) rent
al of property below its fair market
value, and (2) receiving for seven
years rent income that only covered
insurance and taxes; he was bound
to incur a loss. The Tax Court noted
that although the fact that petition
ers “incurred losses instead of prof
its in connection with leasing the
house . . . does not, in itself, negate
the presence of a profit motive . . .
the voluntary acceptance of rent at
an amount substantially below fair
market value is a clear indication’’
that the taxpayers lacked the requi
site profit motive. Thus, the court’s
implication is that losses do not
negate the existence of a profit
motive, as long as the property is
rented at fair market value. One is
again left to surmise whether the
court’s decision would have been
different if the property had been
rented at fair market value, even
though the taxpayer might still have
consistently incurred losses.
The courts have previously
reached decisions where the lack of
actual rental of the property at its
fair market value did not preclude
deduction of expenses under Sec
tions 167 and 212. In Sherlock14, the
taxpayers offered their house for
sale or rent, and even though they
never received offers to rent, they
were “amenable to any reasonable
offers.” In a memorandum decision,
the Tax Court held that the house
was held by the taxpayers for the
production of income, despite the
fact that the house was never rented,
and thus no income was received.
The court noted that “the primary
factor in petitioner’s favor is the
presence of an offer to rent.” The
decisions in Sherlock and MaDan
appear to be at odds; the Tax Court
noted in MaDan that “listings . . .
exclusively for rent would not be
sufficient to establish a profit mo
tive.”
The line of reasoning in Sherlock
is consistent with the decision
reached by the Tax Court in New
combe15, where the petitioners were
denied deductionsfor expenses (in
12/The Woman CPA, January, 1987

eluding depreciation) on property
that had formerly been their princi
pal residence. Continuous efforts
were made by Newcombe to sell, but
at no time was the property held for
rent. Accordingly, thecourt decided

The court concluded
that sustained,
unexplained losses
are indicative of a
lack of a profit motive,
but they are only one
factor to consider.
that the property was not held for
the production of income within the
meaning of Sections 167 and 212.
The court, elaborating in Sher
lock, stated that “While, under New
combe, a bona fide offer to rent is no
longer considered the ‘focal point,’
we still consider it of substantial
importance so long as ‘the adverse
state of the market for rental prop
erty’ does not rob such an offer of its
significance.”
Thus, actual rental of the property
at its fair market value is a decidedly
strong point in the taxpayer’s favor;
nevertheless, its absence will not
automatically negate the claim that
the property is held for the produc
tion of income. As Sherlock and
MaDan indicate, the mere offering
of property for rent has met with
mixed reactions from the courts.
In their determination of whether
or not the residence qualifies as
income-producing property, the
courts do not ignore the potential
for capital appreciation. In New
combe, the court noted that:
The placing of the property on the
market for immediate sale, at or
shortly after the time of its aban
donment as a residence, will ordi
narily be strong evidence that a
taxpayer is not holding the property
for postconversion appreciation in
value. Under such circumstances,
only a most exceptional situation
will permit a finding that the statu
tory requirement has been satis
fied. On the other hand, if a tax
payer believes that the value of the
property may appreciate and de
cides to hold it for some period in
order to realize upon such antici
pated appreciation, as well as an
excess over his investment, it can

be said that the property is being
'held for the production of income.'
And this would be true regardless
of whether his expectation of gain
was reasonable.

It appears that even though aformer
residence may not qualify as income
producing property based on a fair
market rental, it may nonetheless
qualify if circumstances indicate that
it is being held for postconversion
appreciation in the market value.
Limit of the “Windfall” Period?
Theconsideration of the rental losses
incurred by Bolaris poses another
interesting question. The Ninth Cir
cuit Court noted that even if the
IRS’s claim that allowing both non
recognition of gain and deduction of
rental expenses provides a “wind
fall” to taxpayers isvalid, such bene
fits would be short-lived. This wind
fall would be limited to the statutory
period dictated in Section 1034,
which is currently two years.16
However, in several cases the
courts have allowed exceptions to
the statutory time requirements set
forth in Section 1034 when the facts
and circumstances have so sug
gested. For example, the Tax Court
noted in Clapham17 that “each case
arising under Section 1034 must be
decided on the facts and circum
stances presented.” Clapham had
tried to sell his principal residence
for almost three years before he
received his first offer. Financial cir
cumstances dictated sporadic rent
al of the property during the interim
period. In concluding that Clapham
was entitled to Section 1034 nonre
cognition, the Tax Court noted that
Congress clearly intended that a
taxpayer could lease either his old
or new residence for a “temporary”
period, butthe difficult issue is arriv
ing at a definition of "temporary.”
If this same reasoning can be ap
plied to the Bolaris decision, it ap
pears that in appropriate “facts and
circumstances,” the door may be
open for longer periods of rental
than dictated by the statutory re
quirements of Section 1034. This
would suggest that taxpayers who
otherwise meet the requirements of
Bolaris, but who, for reasons beyond
their control, are unable to sell their
residenceduring the statutory period
set forth in Section 1034, may none
theless be able to claim the benefits
of Bolaris under the criteria noted in
Clapham.

Even if the taxpayer is
deemed under the
particular facts and
circumstances not to
be holding the
property for the
production of income,
he is still entitled to
deductions for some
expenses under
Section 183.
It should be pointed out that the
question of the deductibility of rental
expenses was not raised in Clapham.
The only issue was whether the sale
qualified for nonrecognition of gain
under Section 1034. In holding for
the taxpayer, the Tax Court noted
that his “dominant motive was to sell
the property at the earliest possible
date rather than to hold the property
for the realization of income.” This
comment runs counter to the spirit
of Bolaris, where the court noted
that “the Solarises’ ancillary desire
to sell the old home [was] an insig
nificant factor in determining their
profit motive."18

the two-year time frame required
by Section 1034, even if the rent
al of the old residence continues
for an extended period.
Although Bolaris is undeniably a
victory for taxpayers, the full impact
of its ramifications remains unset
tled. The opinions of the courts are
not consistent despite the similarity
of facts and circumstances. Even if
other circuits do follow the prece
dent set by Bolaris, taxpayers must
be alert for the pitfalls the court
noted in its opinion, particularly the
requirement that the property be
rented at its fair market value. Tax
payers and tax advisors should care
fully weigh potential risks and re
wards before relying on the Ninth
Circuit decision in Bolaris.
Even though Bolaris has given the
taxpayer the potentiality of being
able to both excludegain and deduct
rental expenses in excess of rental
income, the Ninth Circuit Court’s
decision may have only started the
controversy. Bolaris probably will
not be the last case before the issue
is settled.Ω
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Conclusion
Several tax planning considera
tions can be derived from the Bolaris
case.
1. The former residence should
be offered for rent only at a fair
market value and not at a bar
gain price.
2. A negative cash flow is not
necessarily determinative of the
absence of a profit motive.
3. If the former residence is leased,
the lease term should not be so
long as to interfere with an
opportunity for an actual sale
within a reasonable time frame.
4. There should clearly be a per
manent abandonment of the
old house. Temporary use may
taint the transaction, especially
if the opportunity for recrea
tional use exists.
5. The purchase of the new resi
dence and the sale of the old
residence should occur within
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Stress Management
An interview with Barbara Mackoff,
author of Leaving the Office Behind
By Roland L. Madison
Barbara Mackoff was the keynote speaker at the Forty-Sixth Joint Annual
Meeting of the AWSCPA and ASWA held October 15-18, 1986, in Kansas
City, Missouri. Dr. Mackoff is a psychotherapist and training consultant
whose seminars focusing on work-related stress have been attended by
government, financial, medical, and professional personnel across the
country.
The questions and answers which follow are based on Dr. Mackoff’s
keynote address and her book, Leaving the Office Behind (G. P. Putnam’s
Sons, 1984, Dell 1986). The interview was conducted by Dr. Roland L.
Madison, Associate Editor for The Woman CPA.

Q■

Both in your keynote ad
dress and in your book, you repeated
ly stressed the importance of ‘look
ing back’ at your day before leaving
the office by noting such items as the
agenda covered and the colleagues
you worked with during the day. Why
do you feel this ‘looking back’ tech
nique is important? What does it
assist you in doing?

A

If you don’t review the day
and get some perspective on it, then
you may end up passing on the
issues and the tension of the day by
carrying them into the evening you
hope to enjoy and also passing the
tension on to the people you hope to
enjoy. So the whole purpose of look
ing back is that you have a resolution
of the day; this means you have to
look back in order to look forward.
The point is to look inside your day
— make a resolution of it — make
some peace with it and you then fin
ish that business of the day. Leave
the day behind and get on to the bus
iness of enjoying that evening with
family, friends or time alone just
relaxing.

Q■

You suggest that laughing
at your mistakes may provide relief
from a stressful work situation or
experience. Is this laughing inter
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nalized oris it laughing in jest openly
when we commit a faux pas? When
you say ‘laughing at your mistakes, ’
what situation are you describing?

A

It’s all of those things. I am
really talking about using humor to
gain perspective. So, in the first in
stance you mentioned, it would be a
kind of silent comedy; that’s where
you use a sense of humor to just
relabel a situation in your own mind.
To give an example, a woman who
was undera really stringent deadline
internalized her silent comedy. She
viewed herself as a duck, because
ducks are calm on the surface, and
they are paddling like hell under
neath. No one ever knew she had
that image of herself, but in her own
mind this was her silent comedy that
gave her a way of humorously rela
beling a situation and reducing the
stress of it. There is also a kind of
comic dialogue where you invite
someone else to look at a situation
with you and invite them to see it as
being funny. An example would be
when I saw someone bring a wrong
slide tray to a presentation. After
about two slides, it was clear to all
these were not the right slides. She
invited her audience to laugh with
her about it. What she did was roll
her eyes up towards the ceiling and
she borrowed a line from Star Trek.
She said, ‘Beam me up, Scotty!’ You

know, just get me out of this situa
tion! Naturally, everybody laughed
and while they were laughing she ran
down the hall and returned with the
right carousel of slides. But that’s an
example, as you put it, of using
humor outwardly or, at the very least,
sharing a common perception with
other people. This invites other peo
ple to relabel what might be a nega
tive moment and reduce the negative
impact of that bite by labeling it out
loud as ‘this isn’t threatening ... I
can make a mistake. I made one this
timeand maybe you’ll makeonenext
time.’ I think that’s what a sense of
humor says, and it’s very powerful
relabeled in that way.

Q ■ We often use exercise as a
relief from stress by trying to work
things out with ourselves while we
are running, playing tennis, etc. What
are some of the common excuses
people give for not being able to
engage in a half hour or so of physical
activity each day?

A■

The most common one is
'I'm too tired.’ We really are tired at
the end of the day. It’s a kind of mis
labeling because usually ‘being tired’
probably means that all day long
we’ve had lots of stressful events, but
we haven’t been able physically or
viscerally to react to them. What
we’ve done is sit still all day. We’ve
been very polite and very measured,
and while at the end of a day we say
we’re tired, what’s really happening
is our bodies are housing a day’s
worth of accumulated tension. Exer
cise throws that tension off, and
moderate exercise will make every
one feel more energized rather than
less energized. I think another excuse
used is ‘I don’t have time’ and that’s
true; however, I always say to people
you don’t have time not to exercise.
Exercise is the quickest way of throw
ing off the tension, recharging the
sense of energy, and coming home
refreshed to enjoy the evening. Actu
ally, for people who don’t appear to
have time, there are ways of making
time. It may be paying a baby sitter
extra so yourchild is taken careof or
getting up a half hourearlier or exer
cising during the noon hour. Other
opportunities to exercise are parking
in a more distant parking lot or simply
using the steps in your office build

ing instead of the elevator. I think
everyone needs a physical exorcism
ofthe day by exercising in someway.
You may take a walk around the
block with your son when you get
home, but do something that allows
you physically to throw off some
tension. In the final analysis, excuses
commonly used are really not good
enough.

Q■

When a spouse returns

home after a rather stressful or tax
ing day and is greeted with the cheer
ful question, ‘How was your day,
Honey?' you suggest that a person
edit and shade the response of their
feelings at times. What are those two
techniques and what do they accom
plish?

A

^^b What editing really accom
plishes is that you don’t spend from
the moment you walk in the front
door until the time you go to sleep
talking about work. Editing is like
that teen-ager’s line, "Please! Spare
me some of the gory details.” What
you should do is come home pre
pared to share the highlights of your
day — hopefully with some humor —
so that work gets talked about fairly
early in the evening and then you
move on to other topics. Editing
really means cutting down the sheer
amount of verbiage that is devoted to
office topics. It gives you time to
engage in other interesting, and per
haps more intimate, topics. Shading
is important, too. I think what hap
pens is we have to be so controlled in
a professional sense on the job that
when we get home, what we want to
do is vent. When we vent, we tend to
exaggerate, and when we exagger
ate, we make a bad situation seem
worse. Someone listening takes it
quite seriously. Instead of coming
home and saying, 'the worst thing in
my life just happened today — my
career is over,’ what you want to do is
really try and shade your feelings
and say, ‘on a scale from one to ten,
how frustrated am I?’ Ask yourself,
‘In my history of worst days on the
job, where does this one stand?’ so
that we don’t overstate the present
case. When you come home and con
stantly overstate job frustrations, you
tend to wear out that sympathetic
ear. The idea of ‘shading’ is to label
something ‘red’ when it’s really ‘red,’

but not to ‘over label’ and sometimes
evoke the concern and anxiety of
another person because you stated
the case too strongly. It’s really not
necessary to do that. We don’t want
to wear them out by overstating.

Q.

Instead of using some of
the subliminal or diversionary ap
proaches suggested, why bother dis
cussing your day at any level with
your spouse? Why not simply inter
nalize it instead of ‘taking it home’ to
burden your spouse?

watching, or fishing, I don’t care
what it is. Simply put, too many cou
ples just talk about work. The overall
goal really is editing so that you talk
about work just enough to make the
bridge, but not so much that it is
your whole life or your whole con
versation.

Q . Before a person attempts to
offer advice to individuals about their
work situation, are there any ‘do’s or
don'ts'for the advisory role person to
consider?

A I think there are a couple of
A. I think everyone has to talk .
about what happened at work that
day and, at the very least, bridge the
gap between whatever your task
orientation was on the job to make
an emotional bridge to someone. I
think there’s a wonderful blues song
that says, “how can a person go to
work in the morning and come home
in the evening and have nothing to
say?” What that is saying is when
you get together with someone that
you care about, whether it’s a friend
or your spouse, and if you say “How
was your day?” and they say “Fine,”
that’s the end of it. There is no way to
make that bridge between the world
you spend eight or ten hours in and
the world that you share together.
So I really encourage people to talk
succinctly about what happened at
work as a means of sharing another
person’s life and, for ourselves, to
find what we accomplish at work
and what we don’t accomplish. For
someone to have an intimate under
standing of us, we have to talk about
work. My pitch is work is not the only
thing you have to talk about with
someone that you love. Too many
relationships get a job focus as a
topic of conversation. Of course,
with sixty percent of the couples in
this country being two-career cou
ples, you have a lot of households
where it takes the whole evening for
them to talk about work. The cou
ples are forgetting about the emo
tional and sexual glue that brought
them together in the first place and
that happens all the time. There is
too much job talk and not enough
sweet talk and not enough talk about
the interests that brought them to
gether in the first place. Whether
those interests started in politics,
current events, the symphony, bird

inappropriate questions people ask
when they are listening to someone
for the purpose of giving advice.
These questions are conversation
stoppers. The function these ques
tions have is to point out, in a candid
way, a means of seeking your own
personal opinion, and what you end
up doing is asking a question that
really stops the conversation cold.
To give two examples, one of the
things people often say when asked
to listen is, ‘Do you know what I’d
do?’ The minute you say that to
someone who wants to tell you what
has happened to them they feel you
haven’t really listened. They feel you
don’t understand the uniqueness of
their situation and that you only
want to talk about yourself. Some
times that will stop the conversation
immediately. What you should do is
listen in someone else’s terms. Try
to listen to how they are valuing the
situation, how they are making sense
out of it, and reflect back to them
their thoughts and feelings in their
own terms, and maybe much later in
the conversation ask them, ‘Do you
want to know what I’d do?’ But to
have that be the first thing out of
your mouth often really stops them
cold. Another thing that people do
so often is to tell each other ‘not to
take it so seriously.’ It’s interesting
because even though I really pre
scribe humor in all sorts of situa
tions,. I never say to anyone who is
very upset, ‘Oh come on, can’t you
see the funny side of this?’ That
should never be the first thing you
say to someone, or ‘come on, lighten
up.’ This functions the same way —
the person feels as though you don’t
see their feelings as being valid;
‘you don’t understand my situation;
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how could you possibly under
stand?’ All they are going to do is up
the ante and start talking a little
more florid in terms about why their
situation is so earth-stopping. Some
where again, later in the conversa
tion, after you have discussed the
situation in their terms, say, ‘Can
you see the fun piece in this?’ or
‘Some day we can laugh at this,’ but
do not do this when first approached
until the seriousness of the situation
has been assessed. Those are two
things that I would try to avoid in
advising. Unless it’s clearly an advis
ing role, most people don’t really
want advice; they just want some
one to hear it all. They want to hear
themselves think out loud in the
presence of someone who cares
about them. Probably one of the
greatest gifts that a friend can give is
just to let someone think out loud in
front of you. Don’t judge them, and
don’t jump in and offer immediate
advice and tell them what you would
do, or did do, when you were in a
similar circumstance.

Q

■ You suggest ‘paraphrasing’
when one acts as a listener or sound
ing board for another person. Is para
phrasing used to get the person to
continue their discussion or does it
signal 'yes, I understand what you
are saying?’ What exactly is the pur
pose of paraphrasing?

A

■ You can have both of those
purposes. I think the most important
purpose is to communicate at every
level, ‘Go ahead, I’m listening. Tell
me about it. I’m not going to judge
you — I’m not going to tell you what
to do, I’m just listening. Explain it to
me and tell me how it seems to you.’
While I think it encourages people to
go on, it also tends to encourage
people to resolve their own prob
lems. Paraphrasing is a technique
developed through the counseling
profession. Counselors had people
begin talking about their problems
and unravel them. [The people]
started to reknit them on their own
by having someone listen carefully
to them and paraphrase what they
were saying. Paraphrasing is a kind
of ‘let me look at you’ situation and
reflect upon it.
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Q

■ In your speech, you stressed
the advisability and necessity of com
municating about the day’s activities
very soon after a person arrived home
from work rather than waiting until
late evening or night. Why is it impor
tant we relate to our spouses fairly
quickly about our day’s activities?
What are we accomplishing by that
early transition?

A

. I would amend that slightly
to say the first thing you want to
convey is how glad you are to see
them so that it is a kind and warm
greeting. Beyond that, I think it’s
best as a way of previewing the eve
ning. If you get together with a
friend (spouse, etc.), it lets you know
fairly early in the evening what kind
of day they’ve had. Let’s say it’s been
sliding towards the negative side.
This gives you, as a person who is
with them, some sense of how to
manage the rest of the evening.
Maybe this isn’t the best night to talk
about the Visa credit bill or whatever
it is you might have originally wanted
to discuss. It gives you a chance to
read a kind of environmental impact
statement that says ‘here’s what I’m
coming home with.’
So finding out, for example, that
your partner had a very exhilarating
day or that the friend you have got
ten together with for dinner may
have had a wonderful day . . . gives
you an expectation for the kind of
evening ahead. So I think getting
that out of the way early is a good
idea. I have also seen the early tran
sition work successfully for couples
who have children. The parents greet
ed each other, attended to the kids,
got the dinner on the table, got the
kids to bed, and then they had their
special time in the evening, which
included both talking about work
and talking about ‘us,’ meaning a
much more intimate relationship in
their conversations. My preference
is to get it out of the way and then
you can remind yourself of your life
that you have and you want to talk
about it.

Q

■ It would seem the earlier
the job-oriented discussion takes
place, it would complete the ‘workto-home'transition much more quick

ly and allow you to, let’s say, relax
and basically tell the workday good
bye and allow one to start on family
oriented activities. Is that the case?

A

. That seems to be a personal
preference of mine. It’s like after I’ve
explained my day to my husband,
then I go, ‘OK, let’s putthataway and
put it out with the dog or something
like that; let’s just forget about that
topic now.’

Q

■ What is the special sig
nificance you attach to changing
clothes upon returning home after
work?

A.

There is an expression I bor
rowed from my father-in-law: ‘turn
ing in the suit.’ He and his friends,
retired executives, used that expres
sion to refer to people who had
retired. But I think you can retire on
a daily basis. It’s a transformational
act. I mean you talk about closing
ceremonies for people. It’s a cere
monial ‘letting go of the day.’ What
ever clothing people work in, the act
of changing into something else is a
very visual representation saying,
‘I’m done with this portion of the day
and I’m starting with this new one.’
Nine out of ten people I talk to say
the first thing they do when they get
home is change their clothes. If
there is anything people do to leave
work behind, it is change from their
suit into a pair of sweats. That accom
plishes a shedding of the day. It’s a
different image.

Q■

You suggest that individu
als may have two groups of ‘friends. ’
Let’s call these a professional group
and a personal or social group. You
appear to suggest that one maintain
these two groups separately, and
you caution individuals not to allow
these groups to coincide often, if at
all. What are the purposes of those
recommendations ?

A

. Rather than saying‘two sets
of friends,’ what we would say are
two distinct kinds of support groups
or support networks. Everyone
needs a support group at work you

can trust and collaborate with. What
everyone also needs outside of work
are people whose professional out
comes have nothing to do with yours.
That’s the reason why I think busi
ness and friendships don’t mix.
There are times in professional cir
cumstances where that line has to
be drawn. If that’s complicated by a
loving friendship or another kind of
intimacy, that is the real problem. I
encourage people to have both kinds
of support systems in their life. They
both are very rich support systems.
One is not preferable to the other. I
think both are absolutely necessary.
I caution and I ask people if yourfive
closest personal support people are
all in either your professional net
work or are all outside of it, then
something is probably out of bal
ance. You need both groups. If your
five closest friends are both co
workers and close friends, I think
there is too much intermingling and
this may lead to problems both in
impression management, which is
something you always want to do on
a professional level, and in a friend
ship, where you never want to man
age impressions. You simply don’t
want nor should you have to man
age your impression with your
friends. That’s a time to be intimate
and to be ‘yourself’ in a way that’s
vulnerable and open and [and to be
able to] say things like ‘business is
terrible.’ These are things that you
would never say to most people orto
a professional colleague. There are
exceptions to these rules, but in gen
eral that’s what I believe works best.

Q

■ As a professional counse
lor, do you generally follow this ad
vice of maintaining two separate sup
port groups?

A

■ Yes, I don’t have any close
personal friends who are profession
al colleagues. However, I have a very
close friend that I met in a profes
sional circumstance. This is a psy
chiatrist I did co-therapy with, but
we haven’t worked together since. I
have a tendency to just go fishing in
another barrel for friends. I feel very
strongly about that. You can’t talk
shop very much with friends who
don’t know you from work because
they are not interested. I find that a

great protective device because you
can talk about all sorts of wonderful,
interesting things such as politics
and musicorall theotherthingsthat
are going on. I have a strong prefer
ence forthat, both in my own life and
with the professional people I work
with.

Q

■ Home entertainment of
guests is a very common social func
tion. I thought your advice to bus
inesspersons and their spouses was
invaluable. You said: ‘What are a few
crumbs among friends?’ What are
some hints for having an enjoyable
evening with ‘friends’?

A.

I think the most important
part is to rid ourselves of the idea of
having to do anything for ‘company’
if the company are ourclose friends.
However, if you are having a busi
ness client dinner, you have to fuss
or get it catered. You want it to be
elegant and you want it to be right,
but let’s leave that aside for a mo
ment. We’re talking about dinner
with friends. When having dinner
with friends, the focus is on conver
sation. The focus is on spending
time together. All these preparatory
things have to go out the window,
such as meticulous cleaning and the
extravagant cooking for company. I
really encourage people to keep it
simple. If you’ve got to get a pizza
and it’sgoingto be youronly chance
to talk with your friends all week,
that is going to be the best pizza you
have ever had because the conversa
tion will be delicious. Conversation
is what we recount when we gather
with friends. These crazy elab
orate dinners that working people
try and make foreach other are ridic
ulous. You will look overatthe hosts
and they look likeabsolutezombies.
I don’t know if you have ever been to
a dinner like that, but you just know
this dinner has been forty-eight
hours in the making. It takes twentyfive minutes to eat, and the hosts are
not participating in the conversation
because they’re just bleary-eyed. For
people to spend some enjoyable
time together, the entertainment may
be very simple. More and more, I’ve
seen people invite each other over
for dessert. You can pick up dessert
and everyone can make coffee, but

the real point is that you can see
each other. Too many people are
not getting together because they
feel they don’t have time to put
together some elaborate entertain
mentand that is just nonsense. With
so many people working, I think it is
going to be more important to make
these things simple or buy them
somewhere else. Someone had a din
ner party in my honor when my book
was first published about two years
ago. She had just started a new job,
and I guess she ordered everything
to go. Appropriately, one of our
toasts was ‘gourmet to go’ or we
would have never had this dinner
together because nobody could have
done it. Everyone was too busy. I
assume, of course, that everyone’s
mate helps — I must assume that.
We’re not talking about women mak
ing dinner. We are talking about
partners making dinner together.

Q.

You urge professionals not
to give business advice at various
social functions, such as a tax ac
countant at a Christmas party or a
physician at a football game. What
are some diplomatic means of avoid
ing that situation?

A

■ I think you have to make a
joke out of it. Tone is very important.
You cannot be sarcastic. You have
to say something like, ‘Gosh, I left
my calculator on my desk’ or some
thing I often say, ‘Gee, that’s an
interesting question, but I’m off duty
tonight.’A lot of times I say, ‘Gee, I’m
just here for the punch’ or make
some kind of a joke to let the other
person know in a warm and friendly
way that you are here for the party
and they can call you Monday morn
ing. Perhaps you may say that you
are taking tonight off for good behav
ior. Be very firm about it, but be
friendly, and then just let it go. You
may have to do it twice because
sometimes people persist. Once you
start giving professional advice at a
party,you start thinking about those
folders that are sitting on your desk
that you never did get to on Thurs
day or Friday. If you do this, you’ve
lost the opportunity to relax. I think
it’s real important not to discuss bus
iness at a social function.
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o

■ Let us consider working
parents with school-age children
that must be picked up each day.
Doesn’t this complicate the ‘winding
down'process because the children
require immediate satisfaction when
they get into the automobile? How
may parents accommodate their chil
dren and also leave their work at the
office?

A

■ Parents have to do the tran
sitional activities quickly, especially
when picking up a child at day care. I
think a lot of families should do
some unwinding things together.
Lots of moms and dads have good
cassette tapes in the car. It may be
ocean sounds or music the family
sings together on the way home. So
many parents have told me that just
seeing theirchild is a reminder of life
after work, and hearing about the
earth-shattering events on the play
ground is just a wonderful way of
getting out of their own professional
world. For lots of parents, being
brought into a child’s world, if they
listen to their children, is a great way
of leaving the office behind. Right
before they pick up their child, par
ents should picture that child, pic
ture their day and what it must have
been like, and allow time to recon
nect the feelings forthat child before
you see them so it’s not so abrupt.
The parents have to do these things
much more quickly than anyone
else because they are not just shift
ing from the role of secular worker.
They are shifting into another job as
parents, as organizers of the home,
and all those other kinds of things
that happen at home.

■ Do you think parents
should explain the transitional pro
cess they are going through to get
the child’s cooperation and under
standing?

A

■ Absolutely. In fact, I’m glad
you asked that. Someone recently
told me a great story about a work
ing mom. She finally had to do this
with her kids. She said, “when I
come home, I will say hello to you,
tell you I love you, and then I have to
go upstairs for fifteen minutes.’ At
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first, the children were really upset
. . . they felt, 'We’re losing Mom!’
Now, she’ll come in, kiss them hello,
go upstairs, and when she comes
downstairs fifteen minutes later, the
kidswill say, ‘Mom’s back!’ Nowthat
is herfamily ritual. Aftera number of
years, she was able to change the
way she came home from work. I
really encourage families to get their
own rituals. Whether it’s taking a
family walk around the block, or do
ing aerobics together, or one of the
parents just saying, ‘Boy, I’m glad to
see you, but this is what I have to do
so we can havefuntogethertonight.’
At first, the kids will fight it and
they’ll whine or whatever, but they
will get used to it. They will accept it,
especially since they see how differ
ent a parent is when they return —
from the dead — after ten or fifteen
minutes of doing whatever they do.
This may be soaking their feet, watch
ing the news, just spending some
time alone, or even spending that
time with your partner. Some cou
ples say they set a clock for fifteen
minutes when they first come home
just so they can spend that time
alone. The kids knew when the clock
went off they could all get together
again. Families work it out.

Q

■ When working with an ac
counting firm this summer, I noticed
one partner’s secretary called her
children about 4:30 and talked for
several minutes if time permitted. Is
this a form of “winding down” or
“previewing" for both the child and
the parent that aids the transitional
process? Is that something you
would recommend?

A

. Yes, lots of parents try to
preview the evening. Parents and
spouses, partners in the home, call
each other toward the end of the
day, saying, 'I'm looking forward to
being with you.’ Parents, particu
larly with children who return to a
home alone and even those children
who are home with some kind of day
caretaker or sitter, may preview the
evening. Mom or Dad will call and
say, ‘Hi, Honey, what are you having
for a snack?’ Again, this is an oppor
tunity to reconnect with the good
feelings that you want to share when
you get home.

Q. We practice ‘time manage
ment’ at our secular work as adults.
Can time management also be ap
plied to or by children so they under
stand the value of time and the im
portance of scheduling and setting
priorities?

A.

Yes, I think we have to. I
think it’s something very important
to pass on to them. Mostly it is the
sense of how long things take and
what itemsand duties are most impor
tant to you. Basically, the things we
learn as adults in time management
are ‘How long will it take?’ ‘Can I fit it
in?’ and ‘If I can’t fit everything in,
what’s the most important thing for
me to be doing right now?’ I talk to
children about their priorities on a
Saturday afternoon. One wants to
get his shoes fixed, go to the movies,
and visit a friend. You explain it will
take 45 minutes to do this, and two
hours to do that, and we’ve got two
hours available. Which one do you
wanttodo? I think we must impart to
children at a very early age a sense
of making decisions and a sense of
selecting things that are important.
This also lets children understand
that Mom and Dad don’t have an
infinite amount of time. To make this
point of priorities, we as parents
should sort of kick in that ‘Your Dad
and I are going to take a champagne
bubble bath and we’ll see you in an
hour.’ The children get the sense
that I have my time alone, or if a
couple is involved, we need our time
together, and then we have our time
with you. These principles of time
management are real important for
families.

Q. Some parents, no doubt,
feel guilty about the lack of time
spent with their children. How can a
parent analyze the true source of
this guilt and eliminate or control it?

A

I think adults have to look at
where they developed their expecta
tions for what Is a good parent. Is it
what your parents told you when
you were growing up? Ask yourself:
When I was a child, who did I see
that I felt was a pretty good parent?
What was on your little list as a child
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that made you say, ‘When I’m a par
ent, I’ll never do this.’ A good thing
to realize is some recent research
shows that most parents spend an
average of fifteen minutes of quality
time with their kids daily, even if they
are home with them all day, or wheth
er they work all day and come home
in the evening. Quality time is de
fined by ‘one-to-one interaction.’
Something like reading a story, prac
ticing new words, playing a game, or
putting together a puzzle are exam
ples of one-on-one activities with a
child. For working parents, the impor
tant thing to realize is that just be
cause some parents were home all
day with their child, doesn’t neces
sarily mean that quality time was
spent. I think that guilt goes out the
window when parents realize, ‘All
right, I’m just here for a couple of
hours in the evening, but I’m going
to spend half an hour or forty-five
minutes with my child and that time
is going to be very intense and of
intimate quality.’ If you do this, you
are far above the national average,
and I think that kind of statistic can
be really helpful for any guilty par
ents walking around.

Q

■ As working parents, some
times it is difficult to open a dialogue
with children. What is the best way
to ask a question to ensure that com
munication can be started and main
tained?

A

■ Earlier, we talked about para
phrasing. I think it is really important
to ask a question on their own terms.
It’s best to start with a general ques
tion: ‘How was your day?’ If that
doesn’t go very far, then you have to
start fishing a little bit. Try to use the
language your kids are using depend
ing upon their age. You might ask
‘Was it kind of a bummer today?’ or
whatever the expression is the kids
are using these days. I think it is also
helpful to volunteer a few things
about your day, but not too many,
because you don’t want to over
whelm a child. You might say, ‘My
day was kind of half and half, too.’
Q.

■

So an open-ended or es
say-type question versus a ‘yes/no’
or ‘true/false’ response-type ques
tion is best?

A

Yes, you don’t want to say,
‘Did you take your English exam?’
Instead, asking, ‘How was your Eng
lish exam?’ is much better. ‘What
was the exam like,’ versus 'Was it
hard or easy?’ Hard or easy may be
answered with one word while 'What
was it like?’ or ‘What did it cover?’
might take a little longer. You want
to start with something that is going
to keep the conversation going, but
always understand, particularly from
age twelve on, children may not
want to talk to you very much and
they are entitled to some privacy.

Q■

Let’s change the subject to
individuals that have offices in their
home. This must present a difficult
situation for these persons to leave
their workplace behind when it’s so
close to them. How do you suggest
these people close their day?

A

MOVING???

■

Let’s just say two things.
First, I think it would be important
that you work in a completely sepa
rate space from your living quarters
so when you leave in the evening,
you have something like a closing
ceremony where you shut your office
door with a lock and key. Maybe you
could use a deadbolt so when you
try to go back in later that night you
are forcefully reminded you are
about to work overtime. The second
thing to do when you work at home
is to leave your office at the end of
the day and come back home. I don’t
care what you do when you leave.
Take a walk, go to the grocery store,
pick up something at the cleaners,
or go have a Coke at a cafe, but do
something so that you leave the
‘office’ and come ‘home’ again. When
you return home, you are not at
work anymore. You are coming
home like every working profession
al; somehow, it simulates the more
common process of most people
who work in office buildings. After
you’ve worked at home and then
leave for a while, the ideal break be
tween working and home is the exer
cise routine. When you come home
after exercising, you are back to
enjoy your home and not to work in
your home office.
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Q

■ Individuals (spouses) that
share the same career (e.g., actors,
lawyers, academics, accountants)
are obviously going to have disagree
ments at work and then they must
come home together. How do you
suggest these couples handle their
unique situations so they don’t carry
work-related problems into their per
sonal life?

A

It’s hard to eliminate what
ever strife comes up when people
work together, but I think the most
important thing is to settle it when
you first get home. Some couples
have institutionalized that by having
a little good and welfare dialogue at
the end of the day. Then whatever
feelings there are about the person
in their professional role, viz-a-viz
each other, those are taken care of
before they move into the role of
true partners, as husband and wife
or whatever their particular situa
tion. If I could just quote someone at
our meeting today. She said: ‘Cou
ples who work togethershould have
a time limit about discussing work.’
It is very arbitrary, something like
‘We don’t talk about work after 8:00
p.m. and that’s a rule!’ Also in our
meeting we were joking that ‘we
never talk about work in the bed
room.’ That is simply a subject that
is verboten. We can talk about work
in the living room, dining room, or
kitchen, but we must have at least
one room in the house where we
cannot talk about work, and frankly,
that might as well be the bedroom
since you live and work together.
Couples have to drop those secular
lines; otherwise, they will talk about
work all the time and all the interest
that brought them together in the
first place will be lost. There cannot
be an intimate relationship that is
totally based on work. It will not be
sustained. It won’t flourish or grow.

Q.

How can working single
persons or single parents develop
an active social life apart from work
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since many of their acquaintances
are from their work environment?
How can they make the transition
and leave the office behind?

A

I think it’s really a question
of thinking back to the interests they
may have had at a younger age before
they intensified their professional
training. They must go to places
where people are doing those activi
ties that interested them before their
careers took off. They may enjoy
music, going to concerts alone, or
joining friends at the symphony. If
it’s hiking or fishing, they must go to
groups doing the activities that they
would enjoy. I don't believe in con
trived sorts of meetings like going to
a bar. However, going to parties with
friends that you already know can
be helpful. I think the most impor
tant thing is just do the things that
you enjoy. If you’re not sure what
you enjoy, then do everything and
find out whether you enjoy it or not.
Sit down with the Sunday paper.
Every major city paper has an ‘enter
tainment section’ listing events. You
may go to every event that sounds
marginally interesting to you and
figure out what you enjoy doing.
When you begin to attend the things
that you really do enjoy doing, the
likelihood of meeting someone who
also enjoys those activities and who
will become a friend — the same sex
or the opposite sex — will multiply.
Whether it’s going to an art gallery,
the opening of a concert, or Demo
crats for Mr. X, that is where you’ll
meet the people you will have some
thing in common with.

Q.

Why did you write the book
Leaving the Office Behind? What
was your inspiration?

A

J^b I was teaching stress pre
vention to business and industry
and conducting seminarsforacom
pany and several professional organi
zations. People kept on saying,
‘We’re pretty good about stress man
agement at work, but the problem is

I’m fine until I get home,’ or 'I'm fine
at the job, but I can’t sleep at night or
I wake up in the middle of the night.’
I began to realize that unless we
also taught people how to protect
their private lives, all the money,
those millions of dollars that busi
nesses were putting into stress
preventative training, wasn’t going
to work. What really had to happen
was not only do people have to
manage stress during the day, but
they had to renew themselves in the
hours after work. Leaving The Office
Behind is the other piece of the total
stress prevention picture. From a
business point of view, it’s really
interesting because more people are
reading the book and I get more and
more requests to come and talk
about the total picture. Finally, these
companies that are spending large
sums of money are realizing that
what goes on in the hours after work
affects how people are when they
show up at the office at 8:00 a.m.
— either sharp or dull. I also wrote it
because I was really getting very
weary of these books for men and
women about‘having it all.’This was
just an absurd notion. It seemed one
really wanted to ‘have it all,’ but ev
eryone was getting sorted to do this
and urged to do that. Instead, I
thought what we really need to do is
make smoother transitions between
different parts of our life and that’s
about as good as it is going to get. I
am hoping we can be more graceful
about how we make the transition
from work to home. I don’t mean to
imply that you are going to be the
President of a Fortune 500 company
during the day and also the Brownie
or Boy Scout Leader and a profes
sional dancer on the side. People
didn’t really want to do those things,
so I think this is a response to all that
literature of being super people,
which I think is nonsense and is very
stressful. Ω
Dr. Mackoff, on behalf of The Wo
man CPA, I want to thank you for
your interviewon Leaving the Office
Behind.

An Unconventional
Success Profile
By Rita Hull

It is easy to believe Ann Nuckols
will be a partner in a large CPA firm
some day. This bright, energetic,
fun-loving young woman, who re
cently graduated second in a class
of 161 accounting majors at Virginia
Commonwealth University (VCU),
is capable of accomplishing just
about anything she sets her mind to
do. What is difficult to believe is that
this 23-year-old, who is included in
the national Who’s Who of college
students, is a former high school
dropout — not just once, but twice.
She was sitting in my office the
day before the start of the May CPA
examination, describing to me the
well-organized, thorough study pro
gram she had followed in preparing
for the examination. “Ann,” I asked
her, “how is itthatsomeone with your
intelligence and leadership qualities
dropped out of high school?”
“They put fences up,” she re
sponded. “I was extremely busy
being independent, and I couldn’t
function in such a restrictive envi
ronment.”
So, although Ann’s grades were
all A’s and B’s, at the age of 15, she
simply “bucked the system” and
dropped out of her sophomore year
of high school and went to work for a
self-service gas station. It was while
working there that she found she
“loved paperwork” and wanted to
become an accountant. Since every
one else at the station hated the
paperwork, she was frequently called
in to “help out with the books.”
Ann remained at the gas station
and out of high school for about a
year. Then she decided to go back to
school and give it another try. She
took an accounting course; she even
took an honors history course. She
made A’s and B’s —except for when
she didn’t bother to attend classes
and received zeros. But she con
tinued to dislike high school, and

her teachers were well aware of that
fact.
Ann’s potential did not go unno
ticed, however. One of her high
school teachers proposed an alter
native to high school to Ann. Virgi
nia Commonwealth University of
fered an early admissions program.
Ann could complete her high school
credits at the university; all she
needed was 10th grade health and
12th grade history. Ann applied to
the university.
Ann had already been accepted at
VCU when she learned the univer
sity did not offer an equivalent to the
high school health class. Theaccep
tance, of course, was contingent
upon her receiving her high school
diploma or the equivalent. So in the
spring semester of her senior year,
Ann dropped out of high school a
second time.
This time, Ann obtained a General
Equivalency Diploma by passing an
examination. At the age of 17, she
accepted a full-time position as a
proof operator with the Bank of Vir
ginia in Richmond. For the next
three years, she worked there pro
cessing checksand deposits for one
of the branches.
Since the bank would pay for her
classes, Ann enrolled in evening
school at VCU in the fall of 1981. The
first year she took one class — Eng
lish 101 — as a “hobby.” She liked
her work at the bank and felt she
would never leave. However, the
“hobby” was appealing, and the
second year Ann took three classes
each semester. She attended sum
mer sessions, night classes, Satur
day classes, and early morning
classes to fit around her work
schedule.
At the end of this second year,
Ann had the equivalent of one year
of college credit. Then she made an
overnight decision and dropped out

again! Only this time she quit the job
she thought she would never leave
and in the fall of 1983 enrolled at
VCU as a full-time student. “It was
taking me too longtoobtain my col
lege education on a part-time basis,”
she explained. Working at the bank
had served towhet her appetite fora
career in accounting, and she was
eager to move in that direction.
When Ann entered college, she
set a goal of maintaining a grade
point average of 4.0, which she very
nearly achieved. Her cumulative
grade point average upon gradua
tion was 3.94. This high grade point
qualified hertobecomea memberof
Phi Kappa Phi, an academic honors
fraternity.
Besides maintaining academic ex
cellence, Ann pledged to become a
member of the VCU chapter of Beta
Alpha Psi, the national accounting
honorary fraternity. Starting as an
enthusiastic committee member, she
was elected vice president of the
organization in the Spring 1985
semesterand in the Fall 1986 semes
ter Ann became president.
Ann has won numerous awards
including the VCU Leadership and
Service Award, the 1986 Virginia
Society of CPAs Award of Achieve
ment, the 1986 Dean’s Scholar
Award, and the J. Sydnor Mitchell
Accounting Award for 1985. She has
also been the recipient of $1,250 in
scholarships.
Although she was a serious stu
dent who referred to her backpack
full of books as “a constant fixture,”
Ann’s study habits were, predictably,
unconventional. Unable to study in
the library where the quiet was too
much for her, Ann liked to study in
the noisy university union where she
could concentrate. At home, she
turned the television on when she
did her homework.
Ann sat for the CPA examination
immediately upon finishing school.
At the time of this writing, the results
had not been released; however,
anyone who has ever taught Ann
has no doubt that she passed all
parts.
Upon graduation, Ann accepted a
position with the Richmond office of
Peat, Marwick, Mitchell & Company
as an auditor where, she says, she is
“seeing the benefits” of her efforts.
Since Ann comes from an edu
cated family (both her parents have
master’s degrees), the obvious quesThe Woman CPA, January, 1987/21
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tion to ask Ann was, "How did your
family react when you dropped out
of high school?”
"My parents kept communications
open and hoped I would rectify mat
ters on my own,” Ann replied. How
ever, she admitted hiding from her
older brother, who was very upset
with her for dropping out.
Ann believes that her parents
handled her period of "bucking the
system” wisely. She wants children
some day and concedes she
“wouldn’t know how to handle a kid
like me.” Ann doesn’t recommend
dropping out of high school for oth
ers. She realizes she is very lucky
that things worked out so well for
her.
Ann’s goal for the future is to “find
out what I do best.” While Ann loves
accounting, she also loves people.
"Who knows?” she says, "when I’m
40,1 may be back here at VCU major
ing in psychology. I like people’s
problems.”
One thing is certain. Ann Nuckols
is a remarkable young woman. Given
the freedom she needs and the ab
sence of fences, she will go far. Ω
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A Very Short Course in
Reading a Municipal
Balance Sheet
How Much Surplus Cash
Does the City Have?
Editor: Yvonne C. Braune, City of Tacoma, Tacoma, WA

By Mary Alice Seville
The headlines reported that the
city of Smithville1 had a $26 million
cash surpluson June 30,1985.Since
the total expenditures for the city for
that year were also approximately
$26 million, some citizens became
concerned. The implication that the
city had $26 million in “unbudgeted,
unappropriated funds’’ was dis
cussed for days in newspaper arti
cles and letters to the editor. A cam
paign to amend the city charter to
limit “unbudgeted, unappropriated
funds” to approximately $360,000
was started. But did Smithville have
a $26 million surplus? If financial
statements are useful, the balance
sheet should helpanswerthatques
tion.
Thatfinancial statements are sup
posed to be useful was reaffirmed by
the Governmental Accounting Stan
dards Board (GASB) in a recent
exposure draft on the objectives of
governmental financial statements.
The GASB defined the users of
governmental statements as citizens,
investors and lenders, and legisla
tive and oversight bodies. Since
governments are different from com
mercial enterprises, different infor
mation is needed by the users of
government statements. Fund ac
counting and reporting are the ac
cepted methods of providing that
information. However, fund financial
reports look complex, perhaps too
complex for the typical citizen as
1 Smithville is a fictional city, but its financial
situation, including figures adapted for this
paper, are taken from very real circumstances.
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evidenced by the common complaint
of local government finance officers
that citizens do not use the financial
statements.
This article looks at the recent
balance sheet of Smithville and the
use made of the balance sheet by
the citizens in the recent contro
versy. Exhibit 1 reflects the Com
bined Balance Sheet of All Fund
Types and Account Groups for the
city of Smithville. We will look at
what information aboutthe “surplus”
was provided by the balance sheet.
First, the total cash and investments
need to be determined. Luckily,
Smithville uses the optional Totals
(Memorandum Only) column, so the
acrossfundsadding isalreadydone.
All we have to do is find the lines
listing Cash and Investments (a) and
then add them. The numerous col
umns make it a little difficult to fol
low the lines, but when we do, we
find that the city has $18,074,000
plus $8,180,000 in cash and invest
ments for a total of just over
$26,250,000. So the city did have
approximately $26 million in cash
and investments. But was it“unbudgeted, unappropriated” resources
that Smithville could use for general
purposes?
To answer that question, the easi
est place to start is with the Restricted
Cash and Investments (b). These
assets, by definition, have restric
tions placed on them by external
parties and should not be consid
ered available for general purposes.
Thus, we can eliminate $8 million.

The$1.9million in Trustand Agency
(c) can easily be eliminated, too.
The Trust and Agency Fund is used
to account for resources received
and held by the city in a fiduciary
capacity, and expenditures from the
fund can be made only in accor
dance with trust agreements. Thus,
these assets are not generally avail
able, and our unexplained balance
is reduced to $16.1 million.
Next, look at Special Revenue (d).
Again by definition, this type of fund
is used to account for the proceeds
of specific revenue sources, often
intergovernment grants that are
legally restricted to expenditures for
specified purposes. If they are not
used for the specified purposes, they
may have to be refunded to the grant
or. So another $.6 million is unavail
able, leaving $15.5 million. The $2.9
million cash in Capital Projects (e) is
bond proceedsto be used forcapital
construction as indicated by the
Designation of Fund balance (f).
This cash has been approved by the
votersforcertain uncompleted proj
ects so should not be considered
availableforgeneral purposes. Sim
ilarly, the Special Assessment (g)
cash, $3.9 million, is to be used for
approved projects or to repay debt
for previously constructed projects
that benefit certain properties more
than the general public. The debt
incurred to construct the projects
will be paid off by those property
owners benefited, and any excess
should be returned to them, not
used forgeneral purposes. Thus, we
are down to a possible $8.7 million
available. The Debt Service (h) is
used to accumulate resources to
pay bonds as they come due. The
accumulation might be required by
the bond covenants or be at the dis
cretion of the city. The designation
(instead of reservation) of the fund
balance indicates that in this case it
may be discretionary. If we assume
that the $.8 million has to be held, we
have approximately $8 million that
appears to be generally available.
An understanding of fund account
ing would have led the financial
statement reader to wonder about
an $8 million surplus. Since the total
tax revenues of Smithville were
somewhat lessthan $8 million, it isa
relatively major amount. However,
not all of that $8 million is generally
available. In the Enterprise Fund (i),
the unrestricted cash contains $1.1

utility rates somewhat because of
that operating surplus.
Among other municipal financial
officers, the city of Smithville has a
reputation for having strong finan
cial management. In spite of this
reputation, Smithville found itself
defending its management of city
revenues, probably for two reasons.
One, the city had not done a good
job explaining its financial manage
ment philosophy to its citizens. The
newspaper discussion of the whole
controversy highlighted the city’s
management philosophy and led to
greater understanding. (The city has
also taken other steps, such as
neighborhood meetings, to get more
information to the citizens.) Two,
the citizens did not understand the
information presented by the fund
statements. This misunderstanding
is not limited to this one city. Smith
ville used the standard footnotes
explaining the funds and enlarged
on that explanation in the Letter of
Transmittal. The problem, in gen
eral, is that fund accounting and
reporting are not understood by citi
zens. Educating citizens about city

million of bond proceeds earmarked
for construction projects and $.6
million being held for bond repay
ment. The General Fund (j) contains
about $1.1 million contributed to the
deferred compensation plan by city
employees. Legally, the deferred
compensation resources are avail
able to the general creditors of the
city, but morally they should not be
considered generally available. Thus,
the resources generally available are
reduced to $5.2 million.
However, Smithville was not just
building up an unplanned cash re
serve. The $2.1 million in the Inter
nal Service Fund (k) was set aside
for maintenance and equipment re
placement including a new compu
ter mainframe. The $1.3 million in
the General Fund and the $.2 million
in the Internal Service Fund can be
considered a cushion for operating
expenses between July 1 and No
vember 15, when the city starts re
ceiving the next year’s tax revenues.
Thus, $3.6 million was set aside for
good management reasons. The final
$1.6 million is in the Enterprise Fund
(i). The city recently reduced the

financial management and munici
pal balance sheets needs to be done,
or more confrontations, like the one
in Smithville, can be expected. Ω

Mary Alice Seville, Ph.D., CPA, is an
Assistant Professor of Accounting
at Oregon State University. She is
president of the Salem Chapter of
ASWA. Dr. Seville is also a member
of AWSCPA, AICPA, AAA, AGA,
GFOA, and the Oregon and Alaska
State Societies of CPAs. She has
published in The Journal of Accoun
tancy and other academic journals.

EXHIBIT 1
Smithville
Combined Balance Sheet — All Fund Types and Account Groups
Condensed
June 30, 1985
(in 000’s)

ASSETS
Cash and Investments (a)
Receivables
Inventory
Other Assets
Restricted Assets:
Cash and
lnvestments(a)(b)
Receivables
Fixed Assets
Amount available for
retirement of general
long-term obligations
Amount to be provided
for retirement of
general long-term
obligations
TOTAL ASSETS

Fiduciary
Governmental Fund Types_____________ Proprietary Fund Types Fund Type
Special
Debt
Capital
Special
Internal
Trust and
General Revenue Service Projects Assessment Enterprise
Service
Agency
$2,405(j) $ 603(d) $ 759(h) $2,875(e) $ 3,923(g)
$ 3,356(i)
$2,262(k) $1,891(c)
2,234
41
2,189
292
1,172
35
108
11,160
—
—
—
——
—
120
—
—
—
—
65
2

—
—

1,055
435
—

—
—

—

—
—

—
—

—
—

7,125
825
28,025

—
440

Account Groups
General
General
Fixed
Long-Term
Assets
Obligations
$
$
—
—
—
—
—
—

—

—
10,098

—
—

—

Totals
(Memo Only)
1985
$18,074(a)
17,231
120
67

8,180(a)(b)
1,260
38,563

788

788

$4,639

$4,282

$1,051

$2,983

$15,083

$40,688

$2,745

$1,926

$10,098

7,840
$8,628

7,840
$92,123

$2,479

$2,388

$ 263

$

2

$23,169

$13,527

$ 111

$

$

$8,628

$50,590

LIABILITIES AND
FUND EQUITY
(DEFICIT)
TOTAL LIABILITIES
Fund equity (deficit)
Contributed capital
Investment in general
fixed assets
Retained earnings:
Reserved for debt
service and
construction
Unreserved
Fund balance (deficit):
Reserved
Unreserved:
Designated for
construction &
debt service (f)
Undesignated
TOTAL FUND EQUITY
(DEFICIT)
TOTAL LIABILITIES
AND FUND EQUITY

_

_

_

_

_

_

_

_

_

_

—

—

—

—

—

2

_

_

_

_

1,490
404

788

2,158

—

2,981
—

(8,086)
—

2,160

1,894

788

2,981

(8,086)

$4,639

$4,282

$1,051

$2,983

$15,083

8,269
_

6,942
11,950
_

23

_

_

_

_

10,098

—

—

2,634
_

1,903

_

_

—

—

—

27,161

2,634

1,903

10,098

$40,688

$2,745

$1,926

$10,098

_

8,269

_

10,098

—

6,942
14,584

_

1,905

—

(2,827)
2,562

_

$8,628

41,533
$92,123

See notes to combined financial statements.
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Theory and Practice

Combining the Efforts
of Internal and
Independent Auditors
Using EDP to Maximize Audit Resources
Editor: Karen L. Hooks
The Canadian Institute of Chartered Accountants
Toronto, Canada M5S 2Y2

By Charles M. Boughton
Increasing pressure to expand the
scope of annual audit coverage and
yet include overall audit fees makes
the issue of cooperative auditing of
timely importance. This article at
tempts to review this issue and to
examine an area of cooperation be
tween internal and independent
auditors that has yet to be explored:
joint utilization of client computer
resources.
A Review of the Issues
Ward and Robertson [1980] and
Clark [1981a and 1981b] discussed
whatelements must be present in an
internal audit department in order
for CPA firms to rely on this depart
ment’s work and remain in compli
ance with SAS No. 8. In a 1984 arti
cle in Harvard Business Review, Wal
lace points out the cost savings a
client can enjoy from cooperative
audit efforts.
In recent years, attention has be
come focused on the cost and cov
erage of annual audits. Company
management is greatly concerned
about adequate audit coverage and
cost containment. Wallace [1984]
indicates that the internal billing
rate for internal auditors was approx
imately $18compared with $25, $35,
or more for the independent audi
tor’s junior staff. The comparison is
justifiable given that the junior staff
does the work on the audit —
sampling, compilations, file footing,
and workpaper preparation — that
the internal auditors could supply.
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Wallace suggests that there are five
areas in which the internal audit
department can assist their external
counterparts. These include organi
zational support, review assistance,
technical assistance, footnote prep
aration, and general assistance.
Bridges [1986] adds three more
ideas to the areas in which internal
and independent auditors could
serve complementary functions.
Those areas indicated by Bridges
for potential cooperation are benefit
plans, inventory, and acquisitions.
Internal Audit Involvement
To some extent, internal auditing
has undergone recent changes as a
result of the Foreign Corrupt Practi
ces Act. These changes, along with
an increased emphasis on profes
sional certification, professional
development, and advances in the
techniques of operational auditing,
have lent credibility to the internal
audit function.
The Certified Internal Auditors
(CIA) program has caused many
companies to recruit internal audi
tors directly from college into entry
level staff positions. For the junior
level internal auditors, as well as for
internal auditors recruited from with
in the company, participation in the
annual audit broadens their view of
the organization as a whole; it also
exposes them to the financial audit
ing techniques that contrast with the
operational auditing emphasis of
many internal audit departments.

This exposure should serve to both
“round-out” the junior or new audi
tor and broaden his or her perspec
tive of the organization’s overall
operations.
As a word of caution, many inter
nal auditors may feel that the work
transferred to them by the indepen
dent auditor — file footing, work
paper preparation and photocopy
ing documents — is “busy work” or
work customarily performed by the
independent auditor’s junior staff
members. Thus, the independent
auditor should consider the type of
work delegated to internal audit and
broaden the scope of the work when
possible.

Cooperative Auditing and Client
Computer Resources
It seems that the main selling point
of cooperative auditing from the per
spective of the independent auditor
is the efficiency gained through
access to client computer resources.
This access may also indirectly pro
vide independent auditors with a
measure of “job security” by more
fully integrating them into the on
going business. This integration can
be achieved without the loss of in
dependence necessary to the inde
pendent auditor.
Cooperative auditing can be ex
tended to client computer resources
in several areas. First, much of the
work done by the junior CPA staff
could be prepared by the internal
audit staff. The information could be
extracted from the client’s corporate
database or corporate applications
data sets with the assistance of a
generalized audit software package.
Second, micro-computers and elec
tronic spreadsheet packages such
as VISI-CALC or LOTUS 1 -2-3 could
be utilized to prepare working pa
pers that would support and eventu
ally lead to the preparation of the
corporate financial statements. Fi
nally, the internal auditor could assist
in the introduction and application
of text processing in the preparation
of audit workpapers and reports.
Most internal auditors recognize
the advantages of using a general
ized audit software package for in
ternal audits; the auditor can inde
pendently review computerized files,
prepare workpapers, foot files, and
select samples, etc. What may not
be apparent to most auditors is that
this very same generalized audit soft

ware package could be of tremen
dous use in preparing and performing
the annual independent audit as well.
The same statistical sampling meth
odologies useful to the internal au
ditorcan be used by the independent
auditor. This is also true when the
independent auditor performs such
tasks as file familiarization, file foot
ing, exception analysis, summary
analysis, account agings, or file
matching, i.e., checking for dupli
cated names, addresses, etc. Gen
eralized audit software seems to be
an area of great potential for maxi
mizing corporate audit resources
through internal and independent
auditor cooperation.

Audit Software Packages and
Spreadsheets
Some of the advantages of gener
alized audit software include the
availability of statistical sampling
methodologies for use by both in
ternal auditors and independent au
ditors. These software packages are
often transportable. This isa plus for
a decentralized or multi-facility firm.
Most generalized audit software
packages have security procedures
that prevent accidental or unautho
rized modification (such as modifi
cation by the auditor) of data files
being audited. Many generalized
audit software packages are backed
up by the vendor’s personnel. And
many larger metropolitan areas have
user groups formed by profession
als who use these packages within
their own firms.
Electronic spreadsheet programs
have gained wide acceptance for
audit use in the past few years.
Packages such as Visi-Calc, Lotus
1-2-3 and Multi-Plan have proven
their worth, reliability, and adapta
bility for audit use. Figure 1 presents
a list of tasks to which electronic
spreadsheeets have been applied.

Figure 1: Ways to use electronic
spreadsheets in auditing:
Maintaining time budgets
Working or audit trial balances
Consolidations
Tax provision calculations
Financial statement analysis
Depreciation schedules
Staff schedules
Present value computations
Lease computations
Confirmations
Partnership income schedules
LIFO computations

EPS computations
Loan amortizations
Statements of changes in financial
position
Trend analysis
Debt allowances
Source: Golden & Golden
Internal Audit Activities Throughout
the Year
Perhaps the greatest potential
benefit to the company being audited
exists because internal audits are
performed throughout the year.
Communication to the independent
auditor about the areas scheduled
for internal audit allows the inde
pendent auditor to have input re
garding perceived control weaknes
ses. Internal audit could upgrade
internal controls in these areas to a
point where compliance testing can
replace the much more expensive
substantive tests that might other
wise be prescribed. Thus, the inter
nal audit staff can greatly reduce the
total cost the client will incurforthe
annual audit.
Top Management Support
If the internal staff is to be suc
cessfully integrated into the annual
audit process, there exists a definite
need for top management support
of the process and communication
of this support to the external audi
tors. The process of communication
and coordination between internal
audit managementand independent
auditors must include advance com
munication of internal audit pro
grams, communication of the integ
rity, reliability and professionalism
of the internal audit staff, and com
munication of client management’s
support of cooperation between the
independent and internal auditors.
To make cooperative auditing work
and to reduce annual audit costs,
independent auditors must commit
to cooperative auditing; they must
coordinate the annual review, work
cooperatively with internal auditors,
and use the workpapers prepared
internally as part of the annual re
view.
A by-product of this cooperative
effort is effective follow-up on man
agement letter comments. The in
ternal audit department is an excel
lent group to monitor the various
operating departments affected by
open points in the management let
ter. With the internal audit depart

ment’s becoming responsible for the
review and evaluation of internal
controls, this department becomes
the most logical place in the organi
zation for coordination and follow
up on such open points. Since the
management letter normally points
out control deficiencies in account
ing and operating departments,
follow-up and corrective action
taken by those departments can be
overseen by the internal audit de
partment.
The Bottom Line
An effective, competent internal
audit staff coordinating with the in
dependent auditor on the annual
audit also produces an intangible
benefit. The independent auditor will
be able to perform more of the costeffective compliance audit tests
rather than the expensive and time
consuming ones of a substantive
nature. Ω
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Starting and Building Your Own Ac
counting Business by Jack Fox,
John Wiley & Sons, New York,
1984, 257 pp., hardback, $39.95

The entrepreneurial spirit isexpe
riencing a resurgence today through
out the United States, especially in
older industrial areas where the de
cline in manufacturing employment
is being matched by a rise in small
businesses belonging to the service
sectorof the economy. Jack Fox has
produced a manual for accountants
who might be interested in joining
and serving these growing ranks of
entrepreneurs. The first volume in
the new Wiley/Ronald-National As
sociation of Accountants Profes
sional Book Series, Starting and
Building Your Own Accounting Bus
iness is an expanded version of a
very popular article written by the
author for NAA’s Management Ac
counting.
A professor of entrepreneurship
at American University in Washing
ton, D.C., Fox holds an MBA in marketing/finance. Previously employed
as Budget Director for the National
Alliance of Business, he now heads
his own computerized financial ser
vices firm in addition to teaching
and recommends the combination.
“A teacher,” he points out in the
book’s preface, “commands a cer
tain professional status that lends
credibility.”
Another way to gain credibility, of
course, is to earn the designation of
certified public accountant. “Some
practices cannot be built without the
certificate,” Fox admits. Ultimately,
however, he believes that success as
an independent accountant “de
pends on you and the time you’re
willing to invest in building a profes
sonal business. It does not neces
sarily depend on your possession of
a CPA certificate.”
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Therefore, in his second chapter,
entitled “CPA ... To Be or Not To
Be,” the emphasis is overwhelmingly
on the personal characteristics asso
ciated with successful entrepreneurs
by leading researchers. An even
more extensive discussion of entre
preneurial traits appears in the first
chapter, “How to Succeed in the
Accounting Business ... By Really
Trying,” along with various bits of
advice on such topics as where to
set up shop, how much space may
be needed, and what furniture to
buy.
Other chapters deal with the spe
cifics of processing the accounting
work to be handled and turning out
small income tax returns. Through
out the book are many exhibits of
formsfor“The Accounting Factory,”
the fictional company described in
Fox’s sixth chapter. These forms
should prove very helpful to the
prospective accounting entrepre
neur, although the reader would also
have benefited from a list of the
exhibits at the beginning of the book
for reference purposes.
As Fox makes clear, there is much
more to a successful accounting
practice than doing good work for
clients. Several chapters focus on
the marketing aspects of practice
development. Chapter Eight, “How
to Chargeand Collect,’’and Chapter
Fifteen, “Buying orSelling Your Bus
iness,” contain valuable financial
recommendations. A chapter on
continuing education presents a
suggested library; the concluding
chapter, “Sources of Further Infor
mation,” lists addresses of compa
nies that supply products useful to
accountants as well as addresses of
the Internal Revenue districts and
service centers, state tax authori
ties, a few prominent accounting
organizations, and The Practical
Accountant.
This is a highly practical book.
Some sections, such as the chapter
on preparing a business plan, per
tain in large part to businesses gen
erally and may be used in a public
accounting practice to assist clients
with their ventures. Here, Fox dem
onstrates the expertise that enabled
him to specialize originally in Small
Business Administration loan appli
cations and co-author How to Obtain
Your Own SBA Loan. A weakness of
the book is that it does not cover
personal financial planning, a field

that is particularly suitable for small
er accounting firms. Nevertheless,
in calling his third chapter “The
Small Business Market . . . It’s All
Around You,” Fox is right on the
mark. As large corporations merge
and consolidate, contracting out
more and more of their operations to
the newentrepreneurs, accountants
who position themselves to take ad
vantage of the trend should do well.
Carol K. Gilgen, CPA
Cedar Falls, IA

The FASB — The People, the Pro
cess, & the Politics by Paul B. W.
Miller and Rodney J. Redding,
Richard D. Irwin, Inc., Homewood,
IL, 1986,145 pp., paperback, $7.95.
The FASB has an undeniably
strong impact on the world of the
CPA. Miller and Redding have pro
vided a succinctly written paperback
which clearly explains the mechan
icsandtheenvironmentof the FASB
as it exists today. Both authors are
educators (atthe University of Utah);
understandably, their book is aimed
at the undergraduate and possibly
the graduate accounting student.
However, the book is not typical of
most accounting textbooks. Rather,
it is readable and extremely well
organized.
The basisfor organization appears
in the title (people, process and
politics), which is also the theme of
the entire book. The goals of the
book are set out very clearly in the
first paragraph of the preface. To
further increase continuity, a single
exampleof an issue dealt with bythe
FASB, defeasance of debt, is used to
illustrate the processes and politics
of the FASB. To help the student in
understanding (and outlining) the
material, effective use is made of
bold face type for key words and
phrases.
The “people” of the FASB are dis
cussed in two ways. The structure of
the FASB, including assistants, is
described in some detail. Also in
cluded are descriptions of the indi
viduals currently serving on the
FASB in an “up close and personal”
manner. These mini interviews in
clude pictures of the member, a
short biography and personal view
points. Obviously, the authors are

attempting to impress upon students
reading this book that the FASB is
composed of real people; unfortu
nately, the extensive resumes of most
of these men will probably place
them beyond the ken of most col
lege sophomores.
While the “processes” of the FASB
are related clearly with the use of
many examples, the “politics” of the
FASB are approached more subtly
by looking at “recurring accounting
controversies” such as capitalization
of interest, off-balance sheet financ
ing, income taxes and changing
prices. It should quickly become
clear to most students that there are
at least two sides to most issues. But
the most interesting part of the book
to this reader was found in the epi
logue on the future of the FASB as
seen by the authors. In carefully
constructed arguments, the authors
conclude that there is a future for
the FASB (as opposed to direct
governmental control over standard
setting) and that the FASB is walk
ing a tightrope between standards
overload and timely guidance on
important issues. Their strongest
arguments, however, pertain to the
issue of whether the structure of the
FASB (particularly the method of its
funding) and its method of soliciting
comments on issues is resulting in
the dominance of the needs of
financial statement preparers. In this
section, Miller and Redding succeed
in raising some interesting contro
versies confronting the FASB, but in
their apparent effort to provide the
student with both sides of the story,
their conclusions will lack surprise
or strength to most practitioners.
In the end, the book must be eval
uated on two different levels. As a
supplementary text for an under
graduate accounting class, it is in
teresting, easy to read, and easy to
comprehend. As such, The FASB
could provide interesting topics for
discussion for several class periods.
However, practicing CPAs may find
the book a little too easygoing and
unassertive, though it does provide
factual information about the FASB
in an easy-to-read format.

Linda J. Zucca
Case Western Reserve University
Cleveland, OH
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BIG 8 CPA
FIRM
POSITIONS

for long-range funding requests
which include specific amounts for
each project. At June 30, 1986, the
General Fund balance had been ap
propriated for the following future
projects:
Scholarships ...................... $22,000
Statistical survey ................ 4,440
Subscriptions ...................... 1,450
Other funding requests have been
submitted by the societies but have
had to be deferred until additional
contributions are received.
We can think of no better way for
you to begin the New Year than to
give your support to a good friend.
Remember 20/20, Educational Foun
dation style.
Happy Anniversary!

USA & EUROPE
Big 8 CPA offices
throughout entire USA &
Europe need Seniors,
Supervisors & Managers
in Tax, Consulting, Audit
& EDP Audit.
Send
confidential
resume:
ALLIED SEARCH, INC.
2001 Union Street, Suite 300
San Francisco, CA 94123

Free to applicant candidates;
client companies pay our
placement fees.

SEND TO:

THE EDUCATIONAL FOUNDATION OF AWSCPA-ASWA
P.O. BOX 427, MARYSVILLE, OHIO 43040

Enclosed is my contribution of$20
Other ($)
for the
General Fund
Laurels Fund
Name ___________________________________________________

Street ___________________________________________________
City

Member

State Zip Code
ASWA

AWSCPA

Affiliate/Chapter Name & No. ________________________________
In memory of _____________________________________________

In honor of (Occasion, Individual, etc.)

PLEASE SEND AN ACKNOWLEDGMENT TO:

Name

City

Street

State Zip Code

Your contribution is tax deductible.
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Manuscript Guidelines
Content
Articles should be relevant to the
field of accounting with focus on
accounting theory and practice, tax
theory and practice, auditing, and
other specialized areas related to
accounting. Most of the articles
should be of broad interest to ac
countants in public practice, indus
try, government, education and other
fields, although some may relate to
specific industries or techniques.
Wanted are more articles of a prac
tical nature that offer guidance in
complex situations, or help resolve
questionsarising in practice or offer
insight to hidden problems. Articles
should be of immediate interest or
applicability although somespace is
dedicated to theoretical discussions.

All headings should be flush left
with the margin, with initial capital
letters. Subheadings should be
placed flush left with the margin,
and underscored, with initial capital
letters. If third-level headings are
necessary, they should be indented
the same as a paragraph indent,
underscored, with only the initial let
ter of the first word capitalized, and
followed by a period with the text
following immediately.

Tables and Figures
Each table and figure should
appear on a separate page and bear
an arabic number and a title. A ref
erence should appear in the text for
each table or figure.

Literature Citations

All manuscripts should be typed
on one side of 8½" x 11" paper and
be double-spaced, except for in
dented quotations, footnotes, and
references. As a general rule, manu
scripts should be as concise as the
subject and research method per
mit. Margins should be at least one
inch to facilitate editing.
The cover page should contain
the title and author’s name.
When not in lists, numbers from
one through ten should be spelled
out, except where decimals are used.
All others should be written numeri
cally. The manuscript should be
written in third person and in non
sexist language. Articles by one
author should not employ the edito
rial “we.”
A helpful guide to usage and style
is The Elements of Style by William
Strunk, Jr., and E. B. White. It is pub
lished in paperback by Macmillan
Publishing Co., Inc.

Footnotes should not be used for
literature citations. Instead, the work
should becited by theauthor’s name
and year of publication in the body
of the text in square brackets, e.g.,
[Armstrong, 1977]; [Sprouse and
Moonitz, 1962, p. 2]; [Hendriksen,
1973a]. Citations to institutional
works should employ acronyms or
short titles, where practical, e.g.,
[AAA ASOBAT, 1966];[AICPA Cohen
Commission Report, 1977]; [APB
Opinion No. 15]; [SFAS No. 5]; [ASR
No. 191]. If an author’s name is men
tioned in the text, it need not be
repeated in the citation, e.g., “Arm
strong [1977, p. 40] says . . .”
If a reference has more than three
authors, only the first name and et
al. should appear in the citation. In
the list of references, however, all of
the names must be shown. As indi
cated in the Hendriksen citation,
above, the suffix, a, b, etc., should
follow the year when the reference
list contains more than one work
published by an author in a single
year.
When the manuscript refers to stat
utes, legal treatises or court cases,
citations acceptable in law reviews
should be used.

Length

Footnotes

Manuscripts of 2,000 to 3,000
words (eight to twelve typed pages)
and no more than two tables are a
good length. However, manuscripts
should not exceed 4,000 words ex
clusive of tables or other illustrative
material.

Textual footnotes should be used
for definitions and explanations
whose inclusion in the body of the
manuscript might disrupt the read
ing continuity.
Numerous footnotes and citations
do not necessarily make for a better

Format
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article and are not an indication of
thorough research.

Reference List
When the manuscript cites other
literature, a list of references to fol
low the text must be included. Each
entry should contain all the data
necessary for identification. The en
tries should be arranged in alpha
betical order according to the sur
name of the first author. Institutions
under whose auspices one or more
works without authors have been
published should also be shown in
alphabetical order. Multiple works
by the same author(s) should be
listed in chronological orderof pub
lication. Samples of entries are:
American Accounting Association, Com
mittee to prepare a Statement of Basic
Accounting Theory, A Statement of
Basic Accounting Theory (1966).
American Institute of Certified Public
Accountants, Report of the Study on
Establishment of Accounting Princi
ples, Establishing Accounting Prin
ciples (1972).

Sprouse, R.T., “Accounting for WhatYou-May-Call-lts,” Journal of Accoun
tancy (August 1966), pp. 45-54.

Submission of Manuscripts
Three copies of each manuscript
should be submitted. Manuscripts
should not be submitted elsewhere.
Previously published materials
should not be submitted.
Manuscripts should be sent to the
Associate Editor, Manuscripts, as
listed on the table of contents of
each issue.
All persons submitting manu
scripts will receive a letter of ac
knowledgement. Manuscripts are
blind refereed and the process takes
one to two months. Authors will be
notified concerning acceptance,
recommended revision, or rejection
of their manuscripts. Manuscripts
will not be returned unless pre
addressed, stamped envelopes ac
company the submissions.
Acceptance rate is approximately
thirty percent. The author(s) of an
accepted manuscript will be asked
to sign a “permission to publish”
form.
The author(s) should include a
brief biographical sketch (60 words
or less) in paragraph form. See any
issueforformat. And, please, include
your complete address and tele
phone number. Ω
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Letters to the Editor
An Unconventional Success
Profile
I just thought you might like to know
that Ann Nuckols passed all four
parts of the May 1986 CPA examina
tion (her scores ranged from 80 to
84). Since I made the statement that
. anyone who has ever taught
Ann has no doubt that she will pass
all parts . .
in my piece, “An Un
conventional Success Profile,’’ I
thought this information might make

for a nice editor’s comment.
Rita Hull, Ph.D., CPA
Richmond, Virginia

October Issue
Received the October issue of The
Woman CPA today. I enjoyed your
editorial. Keep up the nice work.
Congratulations on your first issue.
Nancy Smith, CPA
Macomb, Illinois

For anyone interested in faster, easier, and more productive client write-up software,

We're about to make
a meaningful statement.
"You should he using QuickStatement, the new soft
ware package for client write-up, 'shoebox' receipts
and disbursements, and small-business accounting."

With QuickStatement, you
spend your time analyzing re
sults, instead of wrestling with
software. You can produce a
trial balance and financial
statements faster than with
other write-up packages.
QuickStatement isn’t just
fast, it’s also flexible. Use it for
write-up work, or for those
once-a-year 'shoebox’ clients.
What’s more, your clients
can use QuickStatement to
organize their business and
personal accounting records.

As easy as “1-2-3”
We used Lotus 1-2-3 to
write QuickStatement, so it
has easy Lotus-like menu op
tions and prompts. With
QuickStatement’s 1-2-3
spreadsheet format, you can
review completed reports right
on-screen. And a built-in error
trapping system protects your
valuable data.
Here’s the best part. Instead
of paying up to $3,000 for a

client write-up package, you
can order QuickStatement to
day for just $195. You’ll also
be interested to know that
QuickStatement comes with a
90-day trial period guarantee.

□ Send my copy of QuickStatement today. If I am not
completely satisfied, I may return the program to you,
postpaid, within 90 days of purchase, and receive a
refund, less a $40.00 return fee.

Tested by CPAs

Name:___________
Firm:

Months before we released
it, we asked CPAs to try
QuickStatement (and its man
ual) for themselves. They said
it was easy to use, and they
liked the price.
Who can argue with a state
ment like that?

Quick facts about
QuickStatement
Worksheets include:
Trial Balance, Cash Receipts & Dis
bursements Journals, Journal Entries,
Financial Statements, General Ledgers
(current and year-to-date). Quick
Statement also links to focus:ABC
Audit and Compilation, the leading
Lotus-based audit software systems.
System Requirements:
You will need an IBM PC (or fully
compatible system with 512K RAM),
Lotus 1-2-3 (release 2.0 or 2.01)
and an 80 column printer.
For additional information,
telephone (415) 574-1908.

price
$195

To receive your own copy of QuickStatement,
simply complete and return the coupon.

Title:

Address:_________

City:____________
Telephone:_______

_________ State:
______ Best time to call:

Zip:

.copies of QuickStatement.
Please send______
Check enclosed.
WCPA
□ Please charge our □ VISA □ MasterCard
Account No.:____________________________
Signature:_______________________________
Expiration date:__________________________
I would like more information, please call.
Mail to: QuickStatement Software
focus:ABC
Hemming Morse, Inc.
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San Mateo, CA 94402
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"In our suit-happy society, checking referencesfor the
real meaning is as difficult an art as writing them. No
service booklet could he more valuable than this. ”

"A savvy, clear-beaded look at the tough business ofget
ting a job candidate’s old employer to open up to you. ”

Ed Foley, Editor, Executive Productivity

Malcolm S. Forbes, Chairman, Forbes Magazine
"Any business person who doesn't read this booklet
carefully is missing a wealth ofpractical information. ”

"Never hire another manager withoutfollowing Robert
Half’s advice. Business would be better run if executives
took the time to do what this booklet suggests. ”

Martin Edelston, Publisher Boardroom Reports

Alfred M. King, National Assn. ofAccountants

FREE
Published as a public service. This booklet is yoursfree by
contacting your Robert Half office, or writing to:
Robert Half International Inc., Administrative Services Dept.,
522 Fifth Avenue, New York, NY 10036.
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